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PREFACE. 


rjlHE  Authors  make  no  apology  for  adding  yel  another  to  the 
already  large  number  of  works  on  Book-Keeping  and  Accounts, 
believing  that  the  present  volume  will  justify  its  existence  to  those 
who  arc  in  search  of  a  hook  I'm*  from  all  irrelevant  matter,  written 
as  concisely  as  possible,  and  at  the  same  time  containing  all  the 
information  which  experience  proves  to  be  essential,  Bet  out  in  a 
practical    manner. 

The  subject  of  Executorship  Accounts  has  been  excluded,  as  this 
has  been  fully  dealt  with  in  "A  Wcmdbook  of  Executorship  Law,  with 
///c  Mode  of  Keeping  Executorship  Accounts"  written  by  the  present 
Authors  in  conjunction  with  D.  F.  de  l'Hostk   Ranking,  M.A.,  LL.D. 

The  subject  of  Income  Tax  has  also  been  omit  tod,  thlfl  being 
separately  treated  in  the  Authors'  volume  on  "  Income  Tor  in  Relation 
to  Accounts." 

It  is  a  pleasant  duty  for  the  Authors  to  acknowledge  the  material 
assistance  afforded  them  in  the  preparation  of  this  volume  by  members  of 
their  stall',   particularly   Mr.   A.  F.   Saunders,   A.S.A.A. 

E.   B.  s. 
i:  0.  P. 

t;u.   \Y  \  i  i.i  v,.    Si  REE  i. 

London,   E.<  .. 

./„/,/.    1908. 
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SINGLE    AND    DOUBLE    ENTRY. 
§  1.— The  Theory  of   Double   Entry. 

The  theory  of  Double  Entry  is  not  that  for  every  debit  there  must 
be  a  credit,  and  vice  versa.  That  is  a  result  of  the  system.  Double 
Entry  is  that  system  of  Book-keeping  which  takes  advantage  of  the  fact 
that  every  transaction  that  can  be  recorded  in  terms  of  account  has  two 
aspects :  the  one  involving  the  receiving  of  a  benefit  by  one  account  or 
accounts,  and  the  other  the  yielding  of  that  benefit  by  another  account 
or  accounts.  The  account  that  receives  the  benefit  is  debited,  the 
account  that  yields  the  benefit  credited ;  and  so  one  gets  as  a  result  a 
debit  for  every  credit. 

It  should  be  borne  in  mind  that  the  yielding  and  receiving  both 
take  place  in  the  same  set  of  books,  and  refer  to  accounts  and  not  to 
persons.  For  example :  if  A.  B.  &  Co.  receive  cash  from  their  debtor 
Jones,  in  A.  B.  &  Co.'s  books,  Cash  Account  is  debited,  because  it  receives 
the  benefit  of  the  transaction,  and  Jones'  Account  is  credited,  because 
that  account  yields  the  benefit.  If  A.  B.  &  Co.  desire  to  write  off  depre- 
ciation, Depreciation  Account  will  be  debited  and  the  Asset  Account 
credited,  and  the  same  rule  can  be  applied  to  every  transaction.  A 
complete  grasp  of  the  essential  principles  that  underlie  Double  Entry 
is  absolutely  necessary  before  any  real  progress  can  be  made  in  the  study 
of  the  Science  of  Accounts. 

As  a  result  of  the  fact  that  every  transaction  is  recorded  from  both 
points  of  view  under  Double  Entry,  a  complete  record  of  the  impersonal 
aspects  of  all  the  transactions  during  a  given  period  is  obtained  in  addition 
to  a  record  of  the  personal  aspects. 

The  Double  Entry  system  of  Book-keeping  is  applicable  to  all  classes 
of  businesses,  since  every  transaction  involving  money  or  money's  worth 
possesses  two  aspects,  and  this  system  is  the  only  one  under  which  both 
can  be  properly  recorded. 
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§  2.— The  Theory  of  Single   Entry. 

Single  Entry  only  recognises  transactions  having  a  personal  aspect, 
and  as  a  result  those  not  possessing  such  aspect  are  left  ent  inly  unrecorded; 
consequently,  the  only  books  kept  under  strict  Single  Entry  are  personal 
ledgers.  In  practice,  however,  one  usually  finds  a  Cash  Book  in  addition, 
though  it  is  often  merely  a  memorandum  book. 

§  3.     The   advantages   of   Double   Entry   over   Single   Entry. 

As  a  result  of  the  fact  that  a  debit  is  made  for  every  credit  and  that 
the  impersonal  aspects  of  all  transactions  are  recorded  under  Double 
Entry,  thai  system  affords  the  following  advantages  over  Single  Entry  : 

(1)  If  all  postings  arc  complete  at  any  given  date,  a  list  of  the  balances 
standing  on  the  books  can  be  drawn  out.  This  list  is  called  a  Trial 
Balance.  Since  every  debit  should  have  a  credit,  the  total  of  the  debit 
balances  should  equal  the  total  of  the  credit  balances,  and  if  this  is  so 
the  books  may  be  taken  to  be  arithmetically  correct  apart  from  the 
possibility  of  compensating  errors. 

(2)  Since  the  impersonal  aspects  of  all  transactions  arc  recorded, 
those  representing  profit  or  loss  during  a  given  period  can  be  collected 
together  in  a  classified  form,  the  excess  of  the  total  credits  over  the 
total  debits  representing  the  profit  for  the  period,  or  the  excess  of  the 
total  debits  over  the  total  credits  representing  the  loss.  Consequently 
it  can  be  seen  at  a  glance  in  what  manner  the  profit  or  loss  has  been  arrived 
at,  and  the  various  items  in  the  account,  which  is  usually  called  the 
Profit  and  Loss  Account,  can  be  compared  with  those  of  previous  periods, 
so  that   the  cause  of  the  rise  or  the  fall  in  profits  can  be  ascertained. 

(3)  The  arithmetical  correctness  of  the  balance  of  the  Profit  and 
Loss    Account    can   be   proved    apart    from    compensating   errors    b\    the 

preparation  of  a  BcUana  Sheet.  This  may  be  defined  as  a  classified 
summary  of  the  balances  remaining  open  in  a  set  of  books  after  the  col- 
lection of  the  nominal  balances  into  our  account,  and  including  the 
balance   of   that    account,    so    arranged    as    to    ^lum     the    a->cts    Upon    the 

A    2 
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right-hand  side  and  the  liabilities  upon  the  left.  The  usual  definition 
of  a  Balance  Sheet  as  a  statement  of  liabilities  and  assets  is  incomplete, 
as  in  many  cases  items  are  included  on  each  side  which  cannot  be  described 
either  as  liabilities  or  assets. 

(4)  Owing  to  the  fact  that  the  books  are  subject  to  arithmetical 
test,  the  risk  of  fraud  or  its  non-discovery  is  considerably  lessened. 

None  of  the  above  results  can  be  obtained  under  Single  Entry. 

It  must  be  pointed  out,  however,  that  a  trial  balance  will  not  disclose 
compensating  errors,  and  errors  of  omission  and  principle. 


§  4. — The  various   kinds   of   Ledger  Accounts. 

Ledger  Accounts  may  be  divided  into  four  classes — 
(a)  Personal.  (c)    Nominal. 

(6)   Impersonal.  (d)  Real. 

<a)     Personal   Accounts. 

These  Accounts  record  dealings  with  persons. 

(b)  Impersonal    Accounts.- 

These   record   the    aspect    of    transactions   as   they  affect    the 
business,  and  not  as  they  affect  persons. 

(c)  Nominal    Accounts. 

These  are  Impersonal  Accounts   relating  to   profit  or  loss,  e.g. 
Sales,  Salaries,  Discounts. 

(d)  Real    Accounts. 

These   are    Impersonal   Accounts   relating  to  assets,    e.g.  Cash, 
Freehold  Property,  Plant  and  Machinery. 

All  debit  balances  may  be  said  to  represent  in  effect  either  assets, 
expenses  or  losses  ;  and  all  credit  balances,  liabilities,  receipts  or  profits. 
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§  5. — The   ascertainment   of    Profits    under   Single    Entry. 

The  Capital  of  an  individual  or  a  private  firm  is  the  term  employed 
to  signify  the  excess  of  assets  over  liabilities  at  a  given  date.  It  is 
obvious  that  if  the  capital  at  the  close  of  a  certain  period,  after  t Im- 
proper adjustment  of  withdrawals  and  additions,  exceeds  the  capital 
at  the  commencement  of  that  period,  the  excess  will  represent  pin) it 
made  daring  that  period;  and  if  there  is  a  decrease,  the  decrease  will 
represent  loss.  This  is  the  principle  upon  which  profit  or  loss  is 
ascertained  under  Single  Entry. 

In  order  to  ascertain  the  capital  at  any  given  date,  a  Statement 
of  Iffaira  must  be  prepared.  Schedules  of  debtors  and  creditors  must 
be  extracted  from  the  personal  ledgers,  the  creditors'  balances  being 
agreed  with  statements;  the  bank  balance  will  be  agreed  with  the 
pass  book,  and  the  cash-in-hand  counted  ;  stock  will  be  taken  ;  assets. 
such  as  Freehold  Property  and  Plant,  must  be  valued  or  estimated  ;  and 
a  schedule  made  of  creditors  for  loans  and  of  all  creditors  not  appearing 
in  the  Bought  Ledger,  including  outstanding  expenses  such  as  rem.  &c., 
accrued  to  date.  All  known  assets  and  liabilities  being  now  obtained, 
the  former  will  be  set  out  on  the  credit  side  of  the  Statement  of  Affairs, 
and  the  latter  on  the  debit,  the  difference-  representing  capita]  or 
deficiency,  as  the  case  may  be— being  inserted  to  close  the  account. 

To  ascertain  profit  dining  a  given  period,  such  a  statement  as  the 
above  must  be  drawn  out  at  the  commencement  of  the  period,  and  .1 
similar  statement  at  the  close.  This  will  give  the  opening  and  closing 
capitals  respectively.  Assuming  there  have  been  no  drawings  or  addit  [one 
to  capital  in  the  meantime,  the  excess  of  the  closing  capital  over  the 
opening  will  represent  the  profit  made  during  the  period,  the  capital 
having  increased  to  that  extent.  If  the  closing  capital  is  less  than  the 
opening,  the  decrease  will  represent  loss.  Any  drawings  made  during 
the  period  must  be  added  to  the  closing  capital,  since  had  they  not  taken 
place  the  assets  would  have  been  greater  to  that  extent  ;  and  any  additions 
to  capital  during  the  period  must  be  deducted. 
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ILLUSTRATION- 

J.  Jones  drew  out  his  last  Statement  of  Affairs  at  31st  December,  1906,  as  follow.' 
STATEMENT    OP    AFFAIRS,  31st  December,  1906. 


£     s.   d. 

£      s.    d. 

To  Creditors           

6,000     0     0 

By  Office  Furniture     . . 

500     0     0 

„  Bills  Payable 

500     0     0 

„    Stock            

2,000     0     0 

„  Capital    Account — being    excess    of 

,,    Debtors    .... 

4,500     0     0 

assets    over    liabilities    at    this 

„    Bills  Receivable 

1,000     0     0 

date         

3,000     0     0 

„    Cash              

1,500     0     0 

£9,500     0     0 

£9,500     0     0 

On  31st  December,  1907,  he  finds  his  liabilities  to  be  :  Creditors  £4,500,  Bills  Payable 
£700.  And  his  assets:  Office  Furniture  £450,  Stock  £1,500,  Debtors  £5,300,  Bills  Receivable 
£700,  Cash  £800.  His  drawings  during  that  period  have  amounted  to  £450.  What  profit  has 
he  made? 

STATEMENT    OF    AFFAIRS,   31st  December,  1907. 


To  Creditors  

„  Bills  Payable 

„  Capital    Account — being    excess    of 

assets    over    liabilities    at    this 

date 


£ 

4.500 

700 


s.  d. 
0     0 

0     0 


Bv  Office  Furniture 
„    Stock 
„    Debtors 
.,    Bills  Receivable 
„    Cash 


£8,750     0     0 


£  s.  d. 

450  0  0 

1,500  0  0 

5,300  0  0 

700  0  0 

800  0  0 


£8,750     0     0 


Capital  31st  December,  1907 

Add  Drawings  for  the  year 


Less  Capital  31st  December,  190(5 
Net  Profit  for  year 


£ 

3,550 

450 

S. 
0 
0 

a. 

0 
0 

4,000 
3,000 

0 
0 

0 
0 

£1,000 

0 

0 

In  cases  where  there  are  two  or  more  partners,  and  it  is  required  to 
prepare  accounts  by  Single  Entry,  introducing  interest  on  capital  and 
similar  adjustments,  it  is  convenient  to  draw  out  a  Statement  of  Profit, 
showing  on  the  liability  side  the  creditors,  and  the  capitals  at  the  com- 
mencement of  the  period,  adding  or  deducting  from  such  capitals  any 
additions  thereto  or  deductions  therefrom.  On  the  credit  side  will  be 
placed  the  assets,  together  with  the  drawings  on  current  account  of  each 
partner.  These  drawings  are  added  for  the  reason  that  they  are  in  anti- 
cipation of  profits,  and  had  they  not  taken  place  the  assets  would  have 
been  correspondingly  greater.  The  balance  of  the  statement  will  then, 
if  a  credit,  represent  profit,  and  if  a  debit  loss.     Such  balance  having  been 
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brought  down,  interest  on  capital  and  partners'  salaries  (if  any)  should 
be  charged  and  the  balance  divided  up  between  the  partners  in  the  pro- 
portions  in  which  they  are  entitled  to  share  profit    or  Losses. 

A  Statement  of  Affairs  should  then  be  drawn  up  in  exactly  the  same 
form  as  an  ordinary  Balance  Sheet .  showing  the  final  balance  to  the  credit 
of  cadi    partner  after  the   adjustment  of  drawings,    interest,   salaries, 

profit,  &c. 

An  illustration  of  tin's  will  be  found  in  Chapter  VII.,  Section  4, 
dealing  with  Partnership  Accounts. 


§  6.     The  conversion   of  a   set  of   books  from  Single  Entry  to 
Double   Entry  at   a  given   date. 

A  Statement  of  Affairs  must  be  prepared,  and  journalised  in  the 
manner  described  in  Section  7,  and  shown  in  the  Illustration.  The  various 
assets  and  liabilities  will  be  posted  to  their  respective  accounts  in  the 
Private  Ledger,  with  the  exception  of  the  cash,  which  will  be  posted  as 
a  commencing  balance  in  a  new  Cash  Book  provided  with  Dteeount 
columns.  It  will  generally  be  found  advisable  to  open  new  Bought  and 
Sold  Ledgers,  the  opening  balances  in  which  should  agree  with  the  totals 
shown  in  the  .Journal.  Bought  and  Sold  Day  Books,  Returns  and 
Allowances  Books,  both  Inwards  and  Outwards,  and  Bills  Receivable 
and  Payable  Books  should  be  opened. 

Instructions  should  be  given  that  no  entries  should  he  made  in  the 
Ledgers  direct  without  having  previously  passed  through  a  book  of 
first  entry.  The  system  of  accounts  will  then  have  been  placed  on  a 
Double  Entry  basis. 


§  7. — The   conversion    of   Single   Entry   to    Double    Entry   from 
one   period   to   another. 

It  has  been  shown  that  Single  Entry  Book-keeping  only  deals  with 
Personal    Accounts,   and   consequently  to  eonvert    the  system  to  Double 
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entry  for  a  given  period  it  is  necessary  to  raise  the  Impersonal  Accounts 
required  by  the  latter  system,  and  to  transfer  from  Personal  Accounts 
to  Impersonal  Accounts  any  items  erroneously  recorded  in  the  former. 

I  n  practice  it  is  generally  found  that  where  Single  Entry  is  in  use  the 
books  as  a  whole  are  in  a  state  of  chaos  and  confusion,  and  that  no  proper 
Statement  of  Affairs  has  ever  been  prepared.  In  such  cases  it  is  prac- 
tically impossible  to  arrive  at  anything  but  an  estimated  result,  and  the 
first  Balance  Sheet  prepared  after  the  conversion  to  Double  Entry  is 
consequently  not  very  satisfactory.  But  if  the  books  have  been  kept 
properly  by  Single  Entry,  and  proper  Statements  have  been  regularly 
prepared,  it  is  quite  possible  to  get  highly  satisfactory  results,  and  further 
to  prove  the  profit  as  shown  by  the  Statement  of  Affairs  under  Single 
Entry  by  the  Profit  and  Loss  Account  prepared  after  the  conversion  of 
the  books  into  Double  Entry. 

Presuming  therefore  that  the  books  have  been  properly  kept  under 
the  Single  Entry  system,  and  proper  Statements  have  been  regularly 
drawn  up,  the  process  to  convert  the  books  of  John  Jones  from  Single 
Entry  into  Double  Entry,  from  1st  January,  1907,  to  31st  December, 
1907,  would  be  as  follows  : — 

(1)  The  Statement  of  Affairs  dated  31st  December,  1906,  would  be 
produced,  and  a  Journal  entry  made  recording  the  items  in  this  Statement, 
and  these  would  be  posted  to  a  private  Ledger  which  would  now  have  to 
be  opened.     The  Journal  entry  would  be  : 

Sundries — Dr. 

To  Sundries — 

debiting  the  various  assets  and  crediting  the  liabilities  and  capital  to 
separate  accounts.  This  gives  a  starting-point,  and  what  remains  to  be 
done  is  to  complete  the  Double  Entry  of  the  transactions  of  the  particular 
year  under  review. 

(2)  Assuming  no  subsidiary  books  have  been  kept,  the  Sales  Ledger 
will  have  to  be  carefully  analysed,  and  from  the  analysis  the  impersonal 
aspect  of  the  transactions  recorded  therein  can  be  obtained  in  total. 
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On  the  Debit  side  of  the  Ledger  trill  In   found: — 

(a)  The  opening  balances  (which  should  agree  with  the  figure 

shown  in  the  opening  Statement  of  Affairs). 
{b)  Sales. 
(<■)  Special  items,  e.g.  Dishonoured   Bills,  Transfers,  &c, 

(d)  Total. 

On  the  Credit  side  of  tin   L<<lg<  r  will  /><  found  ■ 

(n)  Cash  received  from  Debtors. 

(b)  Discount  Payable. 

{<■)   Returns  Inwards  and  Allowances. 

(d)  Bills  Receivable. 

(e)  Special  items,  e.g.  Bad  Debts,  Transfers,  &c. 
(/)  Closing  balances. 

(g)  Total. 

The  analysis  sheets  should  be  ruled  to  record  the  above  particulars, 
and  the  cross-casting  of  the  columns  will  not  only  test  the  analysis,  hut 
will  also  prove  the  casting  of  the  Ledger  itself. 

These  items  will  be  posted  to  the  credit  and  debit  of  the  respective 

Impersonal   Accounts,  and  also  to  a  Total    Debtors"    Account. 

(3)  The   Boughl    Ledger  will  be  analysed  in  a  similar  way. 

From  Hi'  Credit  side  of  th   Ledger  "'III  l»  obtained: — 

(a)  The  opening  balances  (which  should  agree   with  the  figure 

shown  in  the  opening  Statement  oi  AtTaii 

(b)  Purchaser 

(c)  Special  items, 

(d)  Total. 

(hi  th<  Debit  sidt  of  flu   Ledger  wiU  1><  found: — 

(a)  Cash  paid  to  ( ^editors. 
(I))  Discount   Receivable. 

(r)    Returns  outwards  and  Allowance-. 
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(d)  Bills  Payable. 

(e)  Special  items  (if  any). 
(/)  Closing  balances. 

(g)  Total. 

These  items  will  be  posted  to  the  debit  and  credit  of  their  respective 
accounts,  and  also  to  a  Total  Creditors'  Account. 

(4)  The  Cash  Book,  assuming  one  has  been  kept,  should  be  called 
over  with  the  Bank  Pass  Book,  and  a  reconciliation  between  the  Cash 
and  Bank  Balances  made. 

(5)  It  will  be  found  that  many  items  appearing  in  the  Cash  Book 
have  been  left  unposted,  and  many  that  have  been  posted  have  been 
posted  to  Personal  instead  of  Impersonal  Accounts.  The  former 
will  be  posted  to  Impersonal  Accounts  in  the  ordinary  way,  and  the 
latter  will  be  transferred  to  Impersonal  Accounts.  An  illustration  of 
this  would  be  salaries  posted  to  the  debit  of  a  Personal  Account  instead 
of  to  Salaries  Account,  or  rent  posted  to  the  debit  of  the  Landlord's 
Account  instead  of  Rent  Account.  It  will  be  found  necessary  to  exercise 
considerable  care  in  dealing  with  the  cash  postings  to  ensure  accuracy 
of  treatment. 

Where  the  Cash  Book  is  very  incomplete,  it  will  be  found  more  con- 
venient to  analyse  the  receipts  and  payments,  and  raise  a  Total  Cash 
Account,  posting  the  various  items  therefrom  to  the  respective  accounts 
where  necessary.  Where  no  Cash  Book  has  been  kept  an  analysis  of 
the  Bank  Pass  Book  must  be  made  in  order  to  obtain  the  necessary 
particulars. 

(6)  The  Double  Entry  will  now  be  complete,  and  a  Trial  Balance 
can  be  got  out  to  test  the  clerical  accuracy  of  the  work. 

(7)  The  necessary  reserves  for  bad  debts,  depreciation,  accrued 
expenses,  &c,  and  the  adjustments  for  interest  on  capital,  interest  on 
loans  and  the  like,  should  then  be  made. 

(8)  A  final  Trial  Balance,  Profit  and  Loss  Account  and  Balance 
Sheet  can  then  be  prepared. 


STNTJLK     WD     Dnl'liLK     i:\TRV 


II 


ILLUSTRATION 

Assuming  the  opening  and  olosing  figures  bo  be  the  same  as  in  the  previous  [llnsl ration,  the 
Journal  entry  embracing  the  opening  Statement  of  AJEairs  would  l>'  as  follow 

joubnal; 


Sundries  — 

To  Sundries 
Office  Furniture 
Stock 
I  tebtors 
I'.iii-  Receivable 

. . 
Creditors 
Hills  Payable 
.(.  Joaea  :   Capital   lecouni    -being  excess 
at  tiii-  date 


500     'i     'i 

J  (MM.        (I        0 

i  soo  .i  o 
1,000  0  0 
1,60 


6,01 

51 > ' 


3,000     0     0 


£9,1 <>  !■'.>. ■•'» 


The  follow  ing  are  the  analyses  of  the  personal  and  cash  transacl  ions  : 
SALKS   LEDGER   ANALYSIS     I  ).■!,;• 


Opening 
Balances. 

Sales. 

Special  Items.              Total. 

£4,. '.00 

0       0 

£15,000      0       0            £50      0 

0     £19,550     0       0 

SALES    LEDGEB    ANALYSIS— Credil  Side. 


Returns,  4c.  1: J?'1'*,,,..  3  '  m.  gg£2 


£200       0       0 


0 

.  u.     [TUB 

Bad  Debts 150  0  o 

IruiM.r  50  0  0 

i  0  0 
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BOUGHT   LBDGEB    ANALYSIS— Credit  side. 


Opening 
Balances. 

Purchases. 

Total. 

£6,000 

0 

0 

£10,000 

0 

0 

£16,000 

0 

0 

BOUGHT    LEDGER  ANALYSIS -Debit  side. 


Cash. 

Discount. 

Returns,  Ac. 

Bills  Payable. 

Special  Items.            g"^ 

Total. 

£8,500 

0 

0 

£300 

0 

0 

£150       0       0      £2,500 

0 

0 

£50       0 

0 

£4,500 

0 

0     £16,000      0 

0 

Dr. 


To  Balance 
„  Debtors 
.,  Bills  Receivable 


TOTAL   CASH   ACCOUNT. 


£      s.  d. 

1,500     0     0 


11,000 
2,650 


£15,150     0     0 


Or. 


£      s.  d. 

By  Creditors 

8,500     0     0 

,.    Bills  Payable 

2,300     0     0 

„    Drawings      . . 

450     0     0 

„    Wages 

2,050     0     0 

,,    Rent,  <fec.    . . 

250     0     0 

„    Salaries 

400     0     0 

„    Travelling    . . 

100     0     0 

„    Sundry  Expenses   . 

300     0     0 

„    Balance 

800     0     0 

£15,150      0      0 


Complete  the  necessary  posting,  and  prepare  Trial  Balance,  Trading,  and  Profit  and  Loss 
Account  and  Balance  Sheet.  The  closing  stock  is  £1,500,  and  depreciation  is  to  be  provided  on 
Office  Furniture  at  10  %  per  annum. 


Dr. 


TOTAL  DEBTORS'  ACCOUNT. 


Cr. 


To  Balance 
„  Sales      . . 
,.  Dishonoured  Bill 


£ 

8. 

d. 

£ 

d 

4,500 

0 

0 

By  Cash             

11,000 

n 

0 

15,000 

0 

0 

„    Discount 

450 

0 

0 

50 

0 

0 

,.     Returns  and  Allowances  . . 

200 

0 

0 

„    Bills  Receivable 

2,400 

0 

0 

„    Bad  Debts 

150 

0 

0 

,,    Transfer  to  Bought  Ledger 

50 

0 

0 

,,    Balance 

5,300 

0 

0 

£19,550 

0 

0 

£19,550 

0 

0 

Br. 


SINGLE    AM)    DOUBLE    KNTRY. 
TOTAL   CREDITORS'  ACCOUNT 
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Or. 


£       B.    d. 

£ 

,.    .1. 

In     .    Ufa 

9,600     0     o 

i'.v    I'.alaurr 

..     i        6,000 

(i     ii 

800     o     0 

.,     Purchases     .  . 

10,000 

(i     0 

„   Returns  and  Allowances 

150     0     0 

„  Bills  Payable 

2,500     0     0 

„  Transfer  from  Sales  Ledger.. 

50     0     0 

„  Balance 

4,500     0     0 

By  Balance 

£16,000     0     0 

£4,500 

0^0 

o   c 

BILLS    RECEIVABLE    ACCOUNT. 


To  Balance 
„   Debtors 


£ 
1,000 
2,400 

8. 
0 
0 

d. 

0 
0 

£3,400 

(i 

11 

£700 

0 

0 

By  Casta  

„    Debtors,  dishonoured  bill 
„    Balance 


£ 
2,650 

:,ii 
700 

s.    d. 
0     0 
0     0 
0     0 

£3,400 

0     0 

Dr. 


BILLS    PAYABLE    ACCOUNT 


Or. 


To  Cash 

.,  Balance 

£       S.d. 

2,300     0     0 
700     0     0 

By  Balance        

„    Creditors 

By  Balance 

£        8.   d. 

600     0    0 

■     0     0 

£3,000     0     0 

£3,000     0     0 

£700     0     0 

TBIAL    BALANCE,   31s1    December,   L907. 


Debtors 



Bills  Receivable  Too 

Creditors 

Mills  1'ayable 

Capital     .. 

Drawings  . .  . .  . .  450 

Wages 8,060 

Kent         850 

Salaries 400 

Travelling  Expenses     . .         . .         . .         . .         . .  . .         . .  100 

Sundry  Expenses         ..         ..         ..         ..         ..         ..         ..         ..         ..  300 

Discount  Payable         ..         ..        ..         ..         :.         ..         ..         ..         ..  450 

Returns  Inwards 

Bad    l>ebts  150 

Purchases  10,000 

Bales        

Discount   Re<  eivable 
Returns  Outwards 

stock  at    1st   Jan.,    l'.»o:  2,000 

Office  Furniture  ..  ..  ..  ..  ..  ..  ..  ..  500 


Closing  Stuck    tl..~ 

Depreciation  on  Office  Furniture  at  L0%  per  annum. 
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TRADING  AND  PROFIT  AND  LOSS  ACCOUNT  for  the  year  ending  31st  December,  1907. 
Dr.  Or. 


To  Stock  at  1st  Jan.,  1907 
.,   Purchases 

1 

£10,000 
150 

£ 
2,000 

9,850 
2,050 
2,400 

s. 
0 

0 
0 
0 

d. 
0 

0 
0 
0 

By  Sales         

Less  Returns 

„    Stock  31st  Dec,  1007  .. 

By  Gross  Profit  brought  down 
.,     Discount   Receivable 

£15, 000 
200 

14,800 

1,500 

s.  d. 

Less  Returns 

,.   Wages           

,,   Gross  Profit  carried  down. . 

0     0 

£16,300 

0 

0 

£16,300 

0     0 

To  Kent.  &c. 
,,   Salaries.  . 

.,  Travelling  Expenses  . 
..  sundry  Expenses 
.,   Discount  Payable 
..   Bad  Debts 
..    Depreciation    .. 

..     Xet    Profit 

250 

ton 

too 

300 

450 
150 
50 

1,000 

0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 

2,400 
300 

0     0 
0     0 

£2,700 

0 

0 

£2.700 

1)    II 

Dr. 


To  Creditors 
„  Bills  Payable 
,,    Capital    Account — Balance 
1st  Jan.,  1907 

Add  Profit 
Less  Drawings 


BALANCE    SHEET,    31st  December,  1907. 


£3,000 
1,000 


£8,750     0     0 


By  Office  Furniture 
Less  Depreciation 

„  Stock 

,,  Debtors    . . 

„  Bills  Receivable 

„  Cash  at  Bank     . . 


£500 
50 


5,300     0     0 
700     0     0 


§  8. — Distinction     between     Trading,     Profit    and     Loss,     and 
Appropriation    Accounts. 

The  Trading  Account  is  in  reality  the  name  given  to  the  first,  the 
Profit  and  Loss  Account  that  given  to  the  second,  and  the  Appropriation 
Account  that  given  to  the  third  sections  respectively  of  the  one  general 
summary  of  the  nominal  accounts  relating  to  profits  or  losses  during 
a  given  period. 

The  balance  of  the  Trading  Account  is  the  gross  profit  on  trading, 
and  represents  the  difference  between  the  selling  price  and  the  prime 
cost  of  the  goods  sold  after  the  adjustment  of  the  opening  and  closing 
stocks.  In  order  to  keep  the  percentage  of  gross  profit  on  turnover 
(or  sales)  constant  as  between  one  period  and  another  for  purposes  of 
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comparison,  it  is  usual  to  charge  to  Trading  Account  only  those  items 
of  prime  cost  which  vary  directly  with  the  turnover,  such  as  manu- 
facturing wages.  Other  items  which  arc  in  effect  prime  cost,  such  as 
Kent  of  Factory,  Repairs  to  Plant,  &c,  but  which  do  aot  vary  direct  K 
with  the  turnover,  will  in  such  cases  be  charged  to  the  Profit  and  Loss 
Account. 

The  Profit  and  Loss  Account  will  be  credited  with  the  balance  of 
gross  profit  brought  from  the  Trading  Account,  together  with  other 
items  of  profit,  such  as  Rents  Receivable.  Discounts  Receivable,  Profit 
on  Sale  of  [nvestments,  &c,  and  will  be  debited  with  the  expenses  <>i 
distribution  and  of  carrying  on  the  business  generally,  the  final  balance 
representing  the  net   profit   or  loss  for  the  period  under  review. 

The  Appropriation  Account  will  be  credited  with  the  balance  brought 

forward  from  the  last  account  (if  any),  together  with  the  net  profit  for 
the  period.  The  final  balance  will  be  divided  up  according  to  the  par- 
ticular circumstances  of  each  case. 

It  should  be  pointed  out.  however,  thai  there  is  no  definite  rule 
as  to  the  division  between  the  Trading  and  Profit  and  Loss  Accounts, 
and  each  case  must  be  considered  on  its  own  merits.     Consequently  the 

above  remarks  can  only  be  regarded  from  a  general  point  of  view. 
Sometimes  a  Manufacturing  Account  or  Working  Account  is  utilised 
either  in  substitution  for  or  in  addition  to  a  Trading  Account. 

§  9.— Distinction    between    a    Receipts   and    Payments  Account 
and  an  Income  and   Expenditure  Account. 

A  Receipts  and  Payments  Account  is  a  classified  summary  of  the  cash 

transactions  during  a  given  period. 

An  Incorru.  ami  Expenditun  Account  i>  in  effect  the  Revenue  Account 

of  an  individual  of  a  non-trading  concern.  It  is  a  classified  summary 
of  the  transactions  relating  to  profil  or  lo><s  during  a  given  period. 

A  Receipts  and  Payments  Account,  therefore,  being  only  a  state- 
ment of  cash,  will  commence  with  the  opening  and  close  with  the  closing 
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cash  balance,  and  will  include  all  receipts  and  payments,  whether  relating 
to  the  period  under  review  or  not,  and  whether  of  a  capital  or  revenue 
nature,  provided  they  are  actually  received  or  paid  during  the  period 
in  question. 

The  Income  and  Expenditure  Account,  however,  will  only  include 
revenue  items  relating  to  the  actual  period  it  covers,  irrespective  of 
whether  the  same  are  received  or  paid  within  the  period  or  not,  and  will 
consequently  exclude  all  items  relating  to  previous  or  subsequent  periods, 
and  all  capital  items. 

In  a  Receipts  and  Payments  Account  it  is  usual  to  show  the  receipts 
on  the  debit  side  and  the  payments  on  the  credit  side,  as  in  the  case 
of  a  Cash  Book.  In  an  Income  and  Expenditure  Account  the  Profit 
and  Loss  form  is  more  generally  used,  the  income  appearing  on  the 
credit  and  the  expenditure  on  the  debit  side  of  the  account. 

The  balance  of  a  Receipts  and  Payments  Account  will  represent 
either  the  cash  in  hand  or  overdrawn.  The  balance  of  an  Income  and 
Expenditure  Account  will  represent  either  the  excess  of  income  over 
expenditure  for  the  period,  or  vice  versa. 

It  cannot  be  too  strongly  pointed  out  that  a  Receipts  and  Payments 
Account  is  not  a  proper  substitute  for  either  an  Income  and  Expenditure 
Account  or  any  other  form  of  Revenue  Account,  since  the  balance  need 
not  in  any  way  indicate  the  result  of  the  nominal  transactions  for  the 
period. 

In  the  case  of  a  trading  concern,  although  there  may  be  a  large 
cash  balance  at  the  end  of  the  period,  this  may  be  due  to  capital 
receipts,  or  to  fluctuations  in  debtors,  creditors,  stock,  &c,  and  in  effect 
a  loss  may  have  been  sustained  without  the  same  being  in  any  way 
disclosed.  Further  items  that  have  an  important  bearing  on  the  result 
of  the  trading,  such  as  reserves  for  bad  debts,  depreciation,  &c,  are 
wholly  ignored. 

Special  kinds  of  Receipts  and  Payments  Accounts  are  frequently 
prepared,  as  for  example  a  Capital  Receipts  and  Payments  Account 
dealing  with  capital  items  only,  or  an  Income  Receipts  and  Payments 
Account  dealing  with  revenue  items  only. 
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§  10. — The  various  classes  of  Assets. 

There  are  four  classes  of  Assets,  known  respectively  as  Fixed,  Floating, 
Wasting  and  Fictitious. 

(a)  Fixed  Assets  are  those  of  a  permanent  nature,  by  means  of 
which  the  business  is  carried  on,  and  which  are  held  for  the  purpose 
of  earning  income,  and  not  for  the  purpose  of  sale.  e.g.  Land,  Build- 
ings, Plant,  Leases,  Goodwill. 

(b)  Floating  Assets  are  those  in  which  the  business  deals,  and 
which  are  acquired  for  the  purpose  of  sale,  and  the  subsequent 
stages  of  the  conversion  of  the  same  into  cash,  e.g.  Stock,  Book 
Debts,  Cash. 

(c)  Wasting  Assets  are  those  of  a  fixed  nature  which  arc  gradually 
consumed  or  exhausted  in  the  process  of  earning  income,  e.g.  a 
Mine,  a  Cemetery. 

(d)  Fictitious  Assets  is  a  term  applied  to  items  of  expenditure 
not  represented  by  present  value.  They  may  represent  absolute 
losses  not  written  off,  but  carried  forward  in  the  Balance  Sheet, 
or  expenditure  of  a  deferred  revenue  nature  the  benefil  of  which 
is  presumed  to  extend  over  a  period  of  years.  An  example  of  the 
lirst  is  a  debil  balance  of  Profit  and  Loss,  and  of  the  second  Pre- 
liminary Expenses. 


§11.     Form  of  Balance  Sheet. 

In  drawing  up  a  Balance  Sheet  care  should  be  taken  to  see  that 
the  assets  are  properly  grouped  under  their  respective  classes,  and 
sufficiently  sub-divided  to  afford  an  outside  observer  a  clear  view  of 
the  state  of  affairs,  which  shall  not  misrepresent  the  true  position  of  the 
concern.  It  is  usual  to  start  with  the  fixed  assets,  and  follow  on  with 
the  floating  assets  in  their  natural  order  of  realization,  though  in  Borne 
eases,  particularly  in  banks,  the  reverse  order  is  adopted. 

B 
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Care  should  be  exercised  to  separate  tangible  from  intangible  assets 
on  the  Balance  Sheet.  In  this  connection  it  should  be  noted  that 
intangible  assets  are  not  necessarily  fictitious,  e.g.  Goodwill,  although 
intangible,  is  a  fixed  asset,  assuming  it  is  represented  by  actual  value. 


§  12.— The  distinction   between   Capital   and    Revenue. 

Capital  expenditure  is  that  incurred  for  the  purpose  of  creating 
or  acquiring  Fixed  Assets  by  means  of  which  to  carry  on  the  business, 
or  incurred  for  the  purpose  of  increasing  the  earning  capacity  of  the 
business. 

Revenue  expenditure  is  that  incurred  for  the  purpose  of  carrying 
on  the  business  and  maintaining  the  Fixed  Assets  in  a  state  of  working 
efficiency. 

Further  consideration  of  the  distinction  between  Capital  and 
Revenue  in  connection  with  Renewals  and  Replacements  will  be  found 
in  Chapter  IV. 


CASH     I'.ooKS.     ETC. 
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CHAPTER   II. 


CASH     BOOKS,     &c. 

§  1. — Form  op  ('ash  Hook  fob  mixed  Cash  and  Bank  Transactions. 

2. — Form  of  Cash  Book  when    lll  Receipts  aim:  Banked,  and 
all  Payments  made  by  Cheque. 

3. — Discounts. 

(a)  Trade  Discount. 
(6)  Cash  Discount. 

4. — Bank  Reconciliation  Statement. 

5. —  I'ktty  ('ash  Book. 

6.— The  Imprest  System. 
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CHAPTER   II. 


§1 


CASH     BOOKS,    &c. 

Form   of   Cash    Book  for   mixed    Cash   and   Bank  trans= 
actions. 


Where  possible  all  money  received  should  be  paid  into  the  Bank, 
and  all  payments  made  by  Cheque,  for  this  minimises  the  risk  of  fraud. 
However,  this  is  not  always  convenient,  and  consequently  where  this 
principle  is  not  adopted  it  is  absolutely  essential  to  have  such  a  form  of 
Cash  Book  as  will  readily  show  at  any  time  the  balance  at  the  Bank 
and  the  cash  in  hand  or  in  the  "  Till." 


ILLUSTRATION 


On  1st  January,  1908,  the  following  amounts  were  received  : — 
Cheque  from  J.  Jones  £20  ;    Discount  allowed  £1. 
Cash  from  F.  Smith  £40  ;    Discount  allowed  £2. 
Dividend  on  investment  paid  direct  to  Bank  £10. 

And  the  following  payments  were  made  : — 

Paid  T.  Robinson  by  cheque  £33  ;    Discount  allowed  £1  10s. 

Drew  £20  from  Bank  for  cash. 

Paid  Wages  £18  from  cash. 

Private  drawings  of  partner  £10,  from  cash. 

Paid  £65  to  Bank. 
Record  the  above  transactions  in  a  convenient  form  of  Cash  Book,  the  commencing 

cash  balances  being  £25  in  hand  and  £300  at  the  bank, 


Cash. 


Contra. 


Or. 


Date. 

Particulars. 

Folio. 

Dis- 
eount. 

Cash. 

Bank. 

Date. 

Particulars. 

Folio. 

Dis- 
count. 

Cash. 

Bank. 

L908 

Jan.  1 

To  Balance 
,,  .1.  Jones 
,,  F.  Smith 
,,  Div.    from    In- 
vestment   ... 

,,  Bank 

„  Cash 

To  Balance 

Con. 

Con. 

£ 

E   s.  .1 

1  (i    0 

2  0    0 

£  s.  d. 

25  0  0 
•J')  0  0 
40  0  0 

20  0  0 

£  s.  d. 
300  0  0 

10  (1  0 
65  0  0 

1908 

Jan.  1 

By  T.  Robinson... 

,',  Cash 

„  Wages 
,,  Drawing 

,,   Bank 

„  Balance 

Con. 

Con. 

£ 

£   s.  d. 
1  10  0 

£  s.  d. 

18  0  0 
10  0  0 
G5  0  0 
12  0  0 

£  s.  cl. 

33  0  0 

20  0  0 

:vi-l  0  0 

3    0    0 

105  0  0 

375  0  0 

1  10  0 

105  0  0 

375  0  0 

12  0  0 

322  0  0 

UNIVERSITY 

OF 
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The  Cash  column  on  the  Debit  Bide  records  tin-  Cash  paid  into  the 
Till  (which  may  of  course  include  cheques,  bank  note-,  coin,  postal  orders, 
or  in  fact  any  form  of  cash),  and  the  Credh  ( lash  column  shows  the  amounts 
paid  out  in  cash,  cither  in  settlement  of  an  account  or  to  pay  money 
into  the  Bank.  The  Bank  columns  record  the  transactions  with  the 
Bank.  Consequently  the  balance  of  the  Cash  columns  wili  show  the 
Cash  in  hand  or  in  the  till  for  which  the  Cashier  is  responsible,  and  the 
balance  of  the  Bank  coin  inns  the  amount  of  (.'ash  due  from  or  1o  the 
Bank.  When  Cash  is  paid  into  the  Bank  the  ('ash  column  will  be  credited 
and  the  Bank  column  debited,  thus  creating  a  contra  entry  which  will 
not  require  posting  on  either  side.  Similarly  when  Cash  is  withdrawn 
from  the  Bank  the  Bank  column  will  be  credited,  and  the  Cash  column 
debited. 


§  2. — Form  of   Cash   Book  when  all    Receipts  are   Banked    and 
all    Payments   made   by   Cheque. 

This  form  of  Cash  Book  is  so  simple  that  explanation  is  hardly 
necessary.  All  money  received  is  daily  paid  into  the  Bank,  the  details 
being  entered  in  a  detail  column,  and  the  total,  which  should  agree  with 
the  total  of  the  Paying-in  Book  for  the  particular  day,  being  extended 
into  the  Bank  column.  This  facilitates  the  calling  over  with  the  Bank 
Pass  Book.  As  all  payments  are  made  by  cheque,  no  ('ash  payments 
whatever  are  recorded,  these  being  strictly  confined  to  the  Petty  Cash 
Hook.  The  Detail  column  on  the  credit  side  is  merely  used  when  it  is 
necessary  to  split  up  a  cheque  under  several  heading 


ILLUSTRATION- 

Dr.  Cash. 


Contra. 


Particulars.          Polii 

Dis- 
count. 

Bunk. 

Partioo  i 

Polio 

cSnt.    »»*■ 

Bank. 

1MB. 
Jan.  i       Po  Balanoe 

.,       .1.     .1. 'IK'S 

..     K.  Smith 

J. 

£   8.  (i. 

2  ..  ii 

1  ii  0 

£  B.d. 

1    B.O. 

147  o  " 

1008.    1 

Jan.  l      By  f-  Brttih 
.,    Bundxiea 

Pen;.  • 

Bj    Balai 

E 

t  >.  d. 

US  0  0 

:»1  0  i> 

j  ,.,, 

5U7  0  0 

To  Balanoe 
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§  3. — Discount. 

Discount  may  be  of  two  kinds — Trade  or  Cash. 

(a)  Trade  Discount  is  an  allowance  made  by  one  house  to  another 
in  the  same  trade,  usually  taking  the  form  of  a  fixed  percentage  off  the 
catalogue  or  list  price  of  each  article.  It  varies  greatly  in  different 
trades,  and  even  on  different  articles  in  the  same  trade,  and  bears  no 
relation  to  the  payment  of  cash.  In  the  selling  firm's  books  it  should  be 
deducted  in  the  Sales  Day  Book,  and  in  the  purchasing  firm's  books  in 
the  Bought  Day  Book,  thus  not  entering  into  the  respective  ledgers  at  all. 

(b)  Cash  Discount  is  an  allowance  made  by  the  seller  to  the  purchaser 
in  consideration  of  the  latter  paying  his  account  promptly  or  within  a 
certain  specified  time — such  time  being  called  the  period  of  credit.  For 
the  record  of  this  discount  special  columns  are  inserted  on  each  side  of 
the  Cash  Book  (vide  previous  illustrations),  discount  payable  being 
recorded  on  the  debit,  and  discount  receivable  on  the  credit,  against  the 
item  of  cash  to  which  they  relate.  The  discount  will  then  be  posted 
with  the  cash  item  to  the  personal  account  concerned.  The  discount 
columns  will  be  cast  and  ruled  off'  whenever  the  Cash  Book  is  balanced, 
the  total  of  the  Debit  column  being  posted  to  the  debit  of  a  Discount 
Payable  Account,  and  the  total  of  the  Credit  column  to  the  credit  of  a 
Discount  Receivable  Account  in  the  Impersonal  Ledger.  Sometimes, 
however,  both  items  are  posted  to  a  General  Discount  Account. 


§  4.-  Bank  Reconciliation  Statement. 

At  any  given  date,  it  seldom  happens  that  the  balance  of  the  Cash 
Book  exactly  agrees  with  the  balance  of  the  Bank  Pass  Book,  and  the 
reason  for  this  is  that  cheques  may  have  been  drawn  in  payment  of  ac- 
counts and  entered  in  the  Cash  Book,  which  have  not  yet  been  presented 
for  payment  by  the  payee,  or  being  country  or  foreign  cheques  have  not 
passed  through  the  Bank.  In  the  same  way  cheques  may  have  been 
paid  into  the  Bank  and  entered  into  the  Cash  Book,  but  not  having  been 
cleared  no  credit  is  found  in  the  Pass  Book.     This  being  the  case,  it  is 
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necessary  to  make  a  Reconciliation  Statemenl  between  the  Cash  Boot 
and  Pass  Book  as  follows:  Saving  called  over  the  Cash  Book 
receipts  and  payments  with  the  Pass  Book,  and  observed  thai  ill  bank 
charges  have  been  entered  in  the  former,  the  items  nol  licked  on  either 
side  in  the  Cash  Book  will  represent  those  which  have  not  yel  p 
through  the  Bank.  Saving  made  alisl  of  these,  the  cheques  outstanding 
should  be  deducted  from  the  balance  of  the  Pass  Book,  and  the  items 
not  credited  added;  the  result  should  then  equal  the  balance  shown  by 
the  Cash  Book. 

ILLUSTRATION 

RECONCILIATION   OF    HANK    PASS    BOOK    WITH    CASE    BOOK. 


Balance  ae  per  Pass  I'.ook           ..        ..  ni-    o    o 

I  in'. i'if<  outstanding    Tones     . .  £20    0    0 

Smith      .  .  32     o     ii 

Knhinson  7 


122     0     0 


Add  amounts  not  credited — Black    ..  m 

White    . .  60     0     0 


600     0     0 
100     0     0 


Balance  as  pel  C'a«h  Book       . .  E700     0     0 




Note  In  Illustration 

II  there  i-  an  overdraft  ;it   the  Bank,  the  cheques  outstanding  will  \><-  milled,  and  the  amounts 
nut  credited  deducted. 


§  5.— Petty  Cash  Book. 

The  besl  form  of  Petty  (ash  Book  to  adopt  is  that  known  as  the 
"  ( \>l  ii  in  nar,""  an  example  of  which  follows  below.  The  Receipts  from  the 
Cash  Book  are  entered  in  the  Receipts  column  ;  the  Payments  are  entered 

first  into  a  Total  column,  and  then  extended  into  subsidiary  columns 
under  the  im>>t  convenient  headings.  The  Totals  of  the  Varioufl  columns 
are  posted  at  each  balancing  period  to  the  debit  of  the  respective 
Impersonal  Accounts,  with  the  exception  of  the  "Ledger"  column. 
which  is  reserved  for  all  items  for  which  there  is  no  specific  subsidiary 
column,  such   items  being   posted   in  detail. 

In  such  a  case  there  i-  no  uecessity  t<>  keeps  Petty  Cash  Account 
in  the  Impersonal  Ledger,  as  the  Petty  Gash  Book  is  regarded  a-  forming 
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part  of  the  Double  Entry.  Frequently,  however,  a  Petty  Cash  Account 
is  opened  in  the  Impersonal  Ledger,  and  all  amounts  paid  to  the  Petty 
Cashier  debited  thereto.  At  regular  intervals  the  analysis  of  the  Petty 
Cash  Expenditure  will  be  journalised,  the  Petty  Cash  Account  being 
credited  and  the  various  Expense  Accounts  debited.  In  this  manner 
the  Petty  Cash  Book  becomes  merely  a  Memorandum  Book,  and  forms 
no  part  of  the  Double  Entry. 


PETTY     CASH     BOOK. 


Receipts. 

S  o 

■"  c 

O 

Date. 

Particulars. 

=     = 

"3  a 

OS 

i 

o 

03 

o3 
of 

d 

60 

•a 
5 

£    s.   d. 
10     0     0 

31 

1908. 
Jan.  1 

2 

Cash- 
Envelopes 

J.  Jones — Bristol  Expenses 
Postage 

Office  Furniture — Stool 
Cleaning  Carpets 

Balance         

Balance 

i 

3 
4 

£ 

£    s.   d. 

12     0 
3  10     6 
2     0     0 

12     6 

17     6 

£    s.   d. 
3   10     6 

£    s.   d. 
12     0 

£    s.   d. 
2     0     0 

£    s.   d. 

17     6 

£    s.   d. 
12     6 

7  12     6 

2     7     6 

3  10     6 

12     0 

2     0     0 

17     6 

12     6 

L.  49 

L.  25 

L.  19 

L.  81 

£10     0     0 

10     0     0 

£2     7     6 

3 

§  6. — The  Imprest  System. 

This  phrase  is  applied  to  the  method  of  keeping  Cash  or  Petty  Cash, 
whereby  the  Cashier  is  started  with  a  fixed  sum,  and  at  each  balancing 
period  a  cheque  is  handed  him  for  the  exact  amount  of  his  disburse- 
ments, thus  bringing  up  the  balance  in  hand  to  the  original  figure  which 
was  the  starting  balance,  the  idea  being  in  the  case  of  Petty  Cash  that 
the  amount  of  the  periodical  disbursements  is  kept  prominently  before 
the  notice  of  a  responsible  official. 

The  system  is  of  particular  utility  where  the  Petty  Cashier  is  a 
separate  individual  from  the  Cashier.  The  Petty  Cash  Book,  whether 
it  forms  part  of  the  Double  Entry  or  is  merely  a  Record  Book,  should 
always  be  thoroughly  checked  when  expenditure  is  reimbursed,  and 
should  be  ruled  off  or  initialled  up  to  that  point.     If  proper  supervision 
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is  exercised  over  the  Petty  Cashier,   the   responsible  official  can  always 

call  upon  him  to  produce  vouchers  for  unreimbursed  expenditure  and 
cash,  which  together  should  equal  the  amount  of  fche  imprest.  Tin- 
may  have  the  effect  of  saving  a  considerable  amount  of  the  responsible 
official's  time,  as  he  will  always  know  what  amount  ought  to  be  accounted 
for. 
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CHAPTER  III. 


THE     JOURNAL. 


1. — The  Use  of  the  Journal. 

2. — The  Form  of  Journal  Entries. 

3. — Columnar  Journals. 
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CHAPTER    III. 


THE     JOURNAL. 

§  1.  -The  Use  of  the  Journal. 

One  of  the  fundamental  rules  of  Double  Entry  is  thai  uo  item- 
should  be  entered  in  the  Ledger  without  first  passing  through  -nine 
book  of  prime  entry. 

Up  to  within  comparatively  recent  times  there  was  only  one  hook 
of  prime  entry,  and  that  wa>  the  Journal,  through  which  all  entries  were 
passed  without  exception.  This  still  holds  good  to  a  large  extent  on 
the  Continent,  in  countries  where  the  Journal  is  legally  necessary  under 
the  Code  Xapoleon ;  but  in  England,  under  modern  systems  of  Book- 
keeping, the  use  of  the  Journal  is  largely  dispensed  with,  its  place  being 
taken  by  separate  subsidiary  books  for  each  class  of  transaction,  e.g. 
Day  Books,  Bill  Books.  Returns  Books,  &c.  It  should  be  parti*  daily 
noted,  however,  that  these  books  are  in  themselves  separate  Journals, 
and  the  principle,  as  far  as  the  Double  Entry  is  concerned,  remains 
the  same,  although  the  form  is  altered  to  reduce  the  amount  of  clerical 
labour. 

The  use  of  the  Journal  is  now  practically  confined  to  recording 

(1)  Transactions  for  which  there  is  no  specific  subsidiary  book 

of  prime  entry. 

(2)  Transfers. 

(3)  Adjusting  Entries. 

(4)  Opening  and  Closing  Entries. 


$  2. — The  Form  of  Journal  Entries. 

No  entry  should  be  made  in  the  Journal  without  an  adequate  ex- 
planation of  its  nature,  and  reference  to  any  hook-  or  documents  relating 
thereto.     Such  explanation  is  called  Narrative.     Unless  this  is  inserted 
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it  will  often  be  found  that  even  the  Book-keeper  has  forgotten  the  origin 
of  his  entry,  and  considerable  trouble  may  be  occasioned  thereby. 

In  addition  to  the  illustrations  given  below,  many  other  Journal 
entries  dealing  with  specific  subjects  will  be  found  throughout  this 
volume. 


ILLUSTRATION- 

Record  by  Journal  Entry  purchase  of  Gas  Engine,  £300,  from  B.  Jones  &  Co. 

JOURNAL. 


DR. 

£     s.    d. 
300     0     0 

£     s.    d. 

To  B.  Jones  &  Co.            

Being  purchase  of  one  Gas  Engine 

Record  by  Journal  Entry  transfer  of  £50  from  B.  Jones  &  Co.'s  Account  in  the  Bought 
Ledger  to  their  Account  in  the  Sold  Ledger. 

JOURNAL. 


£     s.    d. 

£     s.    d. 

B.  Jones  &  Co Dr.  BL  27 

50     0     0 

To  B.  Jones  &  Co .      SL  22 

Being  balance  of  Bought  Ledger  Account  transferred  to  Sold  Ledger 

on  Contra  Account. 

Record  by  Journal   Entry  Interest  at  5  per  cent,  per  anm 

Capitals  of  £1,000  and  £500  respectively. 


for  one  year  on  A.  &  F.  Smith's 


JOURNAL. 


Interest 

Dr. 

£ 
75 

s. 
0 

d. 
0 

£ 

50 
25 

s. 

0 
0 

d. 

To 

Sundry  Capital  Accounts— 
A.  Smith — 5%  on  £1,000 

F.  Smith— 5%  on  £500  .. 

Being  Interest  at  5  per  cent,  per  annum  for  the  vear 
1907,  on  Partners'  Capitals  respectively. 

ending  31st  December, 

Record   by    Journal    Entry    the     opening    entries   of  B.    Smith,   who    started  business    on 
1st  January,  1908,  with  the  following  assets  and  liabilities  :— 


£  s.  d. 

Sundry  Debtors     200  0  0 

Bills  Receivable    100  0  0 

Cash  at  Bank        500  0  0 

Stock      . .          . .   800  0  0 

Sundry  Creditors  150  0  0 

Bills  Payable           50  0  0 
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JOURNAL. 


jc 

£ 

Sundries — 

Dr. 

To  Sundries — 

suniirv  Debtors 

too 

ii     ii 

Bills  Receivable 



ii     it 

Stock 

900 

.1      0 

Cash 

500 

1)      0 

Sundry  Creditors 

160     0     0 

Bills  1  "avable     .. 

r,o    o    o 

B.  Smith  :  Capital 

Account,  being  exeess  ol  assets  over  Liabilities 

1,400     0     0 

£1,600 

0     0 

£1,600     0     0 

_                            _ 

§  ").   -Columnar  Journals. 

It  is  frequently  convenient  to  have  a  form  of  Bought  Journal  thai 
will  record  all  invoices  received  by  a  business,  whether  they  relate  to 
purchases  or  expenses. 

A  total  column  is  provided,  and  as  many  subsidiary  columns  as 
are  necessary  under  the  circumstances.  Each  invoice  will  be  Watered 
in  the  total  column  and  posted  to  the  credit  of  the  creditor,  and  the 
amount  extended  into  the  proper  subsidiary  column  or  columns.  The 
totals  of  these  will  be  posted  to  the  debit  of  the  respective  Impersonal 
Accounts  periodically. 

The  following  is  a  suitable  ruling  of  Buch  a   book  : 


COLl  M.v\i;    BOUGHT   JOTJRN  \i.. 


tojg«     Date. 


Particulars. 


Total.  Purchases. 


Freight. 


Ledger.         Wo. 
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The  Ledger  column  is  utilised  for  special  items  where  no  specific 
column  is  provided.  This  column  is  posted  in  detail  and  not  in  total, 
as  are  the  other  columns. 

Similar  forms  can  be  used  for  Sales  Journals,  Returns  Books  and 
the  like,  where  it  is  desired  to  split  up  the  items  under  different  headings 

This  is  more  particularly  dealt  with  in  the  Chapter  dealing  with 
Departmental  Accounts. 
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CIIAITKR     IV. 


DEPRECIATION.    RESERVES,   SINKING    FUNDS,  &c. 

§  1. — Definition  of  Depreciation  and  considerations  m-:<  essar? 
to  determine  its  rate. 

2.     till;  necessity  of  providing  for  depreciation. 

3. — The  principal  methods  of  providing  for  Depreciation. 

(a)  The  Fixed  Instalment  System. 

{b)  The  Reducing  Instalment  System. 

(,)   The  Annuity  System. 

(d)  The  Depreciation  Fimd  System. 

(<  )    The  Insurance  Policy  System. 

(/)   Revaluation. 

4. — The  Treatment  of  Repairs,  Renewals  vm>  Repla<  ements, 
5. — Definition  of  Reserve  and  Reserve  Find. 
6. — Reserves  for  Bad  Debts. 

(a)   By  reserving  on  each  doubtful  Debt. 

(6)   By  the  Percentage  System. 

7. — Reserves  for  Discounts. 

8. — The  Operation  of  Sinking   Funds  fob  the  Repayment  oi 
Loans. 

9.     The   Operation   of   Insurance   Funds    i\    Steamship   Com- 
panies' Accounts. 

10. — Secret  Reser\  es. 
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CHAPTER    IV. 


DEPRECIATION,    RESERVES,    SINKING    FUNDS,    &c. 

§  1. — Definition  of  Depreciation,  and  the  considerations  neces= 
sary  to  determine  its  Rate. 

Depreciation  is  the  shrinkage  in  value  of  an  asset  from  any  cause 
during  a  given  period. 

It  may  be  divided  broadly  into  two  classes — 

(a)  Internal. 

(b)  External. 

Internal  depreciation  is  that  arising  from  the  operation  of  any 
cause  natural  to  or  inherent  in  the  asset  itself,  e.g.  wear  and  tear  in  the 
case  of  Plant  and  Machinery. 

External  depreciation  is  that  arising  from  the  operation  of  forces 
apart  from  the  asset  itself,  e.g.  obsolescence  in  the  case  of  Plant  and 
Machinery,  effluxion  of  time  in  the  case  of  a  Lease. 

In  estimating  the  average  life  of  any  asset  in  order  to  fix  a  rate  of 
depreciation,  the  various  forces  operating  to  cause  depreciation  must  be 
carefully  distinguished.  It  is  usually  possible  to-  forecast  the  internal 
depreciation,  such  as  wear  and  tear,  with  reasonable  correctness,  gwen 
the  necessary  experience  and  knowledge  of  the  business  concerned ;  but 
the  external  forces  (apart  from  effluxion  of  time,  which  can  of  course  be 
calculated  most  exactly  of  all)  are  usually  so  erratic  and  variable  in  their 
nature  that  in  many  cases  they  are  ignored  until  the  actual  loss  caused 
thereby  has  been  ascertained. 

The  term  depreciation  is  usually  understood  to  convey  permanent 
shrinkage  in  value,  temporary  shrinkage  being  termed  fluctuation. 
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j  i>.     The  Necessity  of  Providing  for  Depreciation. 

Depreciation,  being  a  loss  incident  to  the  holding  of  certain  assets 
for  the  purpose  of  earning  income  should  clearly  be  Bel  off  againsl  such 
income  as  a  working  expense  before  the  balance  of  divisible  profit  can 
be  arrived  at. 

II'  the  whole  of  the  profits  arc  withdrawn  without  providing  for  this 
loss,  moneys  will  not  have  been  accumulated  out  of  revenue  during  the 
life  of  the  asset  for  the  purpose  of  replacing  the  same,  and  consequently, 
when  that  becomes  necessary  new  capital  will  have  to  be  found  in  order 
to  do  so. 

Unless  provision  is  made  for  depreciation  the  Balance  Sheet  cannot 
be  said  to  represent  a  true  and  correct  view  of  the  state  of  affairs. 

It  is  not  considered  necessary  to  discuss  the  question  of  Depreciation 
from  a  legal  point  of  view  as  affecting  limited  companies,  as  this  is  outside 
the  scope  of  the  present  volume.  The  matter  is  here  dealt  with  from  a 
point  of  view  of  financial  prudence.  The  contention  is  that  deprecial  ion, 
taking  place  as  it  does  irrespective  of  the  results  of  the  business,  should 
be  recorded  in  the  books  just  as  much  as  any  other  transaction,  if  those 
books  are  to  show  the  line  facts  of  the  case. 


§3. — The  Principal  Methods  of  Providing  for  Depreciation. 

(a)  The  Fixed  Instalment  System  : 

Whereby  a  fixed  rate  per  cent,  on  the  original  cost  of  the  asset  i^ 
written  off  each  year  so  as  to  reduce  the  asset  to  nil  or  break-up  value  at 
the  end  of  its  life,  repairs  and  small  renewals  being  charged  to  Revenue. 

This  method  is  used  in  the  case  of  short  Leases,  but  it  is  not  scientific. 
as  it  takes  no  account  of  interest  which  the  money  invested  in  the  lease 
might  otherwise  be  expected  to  earn.      It  should  not  therefore  he  used  for 

c 
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long  leases,  or  those  involving  large  sums  of  money.  It  is  sometimes  used 
for  plant,  but  is  inconvenient  owing  to  the  fact  that  separate  calculations 
have  to  be  made  in  respect  of  each  addition  to  the  account. 

(b)  The  Reducing  Instalment  System: 

Whereby  a  fixed  rate  per  cent,  on  the  diminishing  value  of  the  asset 
is  written  off  each  year,  so  as  to  reduce  the  asset  to  break-up  value  at  the 
end  of  its  life,  repairs  and  small  renewals  being  charged  to  Revenue. 

This  method  is  commonly  used  for  Plant,  Fixtures,  Furniture,  &c. 
It  is  very  simple  in  operation,  and  the  total  charge  to  revenue  in  respect 
of  depreciation  and  repairs  is  more  level  each  year  than  under  method  (a), 
since  while  depreciation  is  heavy  in  the  early  years  repairs  will  be  lighter, 
the  latter  increasing  as  the  foimer  grows  less  ;  whereas  under  (a)  the 
charge  for  depreciation  is  constant,  while  repairs  will  tend  to  increase. 

ILLUSTRATION— 


Balance  of  Plant  Account  at  1st  January,  1906,  £1,726. 

Additions  during  1906  £321,  and  1907  £57. 

Depreciation  at  10  %  per  annum  on  the  Eeducing  Instalment  System. 

PLANT  ACCOUNT. 


Or. 


1906. 
Jan.      1 
Dec   31 

To  Balance . . 
„  Additions 

To  Balance 

„    Additions 

To  Balance 

£ 

1,726 

321 

s.  d. 
0     0 
0     0 

1906. 
Dec.   31 

1907. 
Dec.  31 

By  Depn.  10  %  on  £1,726  0  0 
„    Balance 

By  Depn.  10  %  on  £1,874  8  0 
„    Balance 

£     s.    d. 

172  12     0 

1,874     8     0 

£2,047 

0     0 

£2,047     0     0 

l'J07. 
Jan.     ] 

1),'..-.  ;ji 

£ 

1,874 

57 

s.  d. 
8     0 
0     0 

£     s.    d. 

187     8     9 

1,743  19     3 

£1,931 

8     0 

£1,931     8     0 

1908. 
Jau.      1 

£1,743 

19     3 

(C)  The  Annuity  System  : 

Whereby  the  asset  is  regarded  as  earning  a  fixed  rate  of  interest, 
and  so  much  is  written  oft*  each  year  as,  after  debiting  the  fixed  rate  per 
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cent,  upon  the  diminishing  value,  will  reduce  the  assel  to  nil  at  the  end 
of  its  life. 

This  is  the  most  scientific  system  when  investment  is  not  desired 
outside  the  business,  but  it  is  only  applicable  in  cases  such  as  leaa  3, 
where  no  additions  are  made  to  the  assel  during  its  life.     Consequently 

it   is  not   used  for  plant    when  additions  are  made  from  time  to  time,  as 
these  would  at  once  throwr  out  the  calculation. 

The  interest  debited  to  the  asset  account  will  be  credited  to  revenue, 
and  this  item  will  diminish  each  year  with  the  value  of  the  asset,  although 
the  amount  written  off  as  depreciation  remains  constant.  There  will, 
therefore,  be  an  increasing  net  charge  to  revenue  in  respect  of  the  Lease. 


ILLUSTRATION— 

Leaso  costing  £600  for  term 
per  annum. 

Dr. 


it'   five  years.     Depreciation  by  the  Annuity  Method  al  5 


l,K ASK    AiVnl   NT. 


1902. 
Jan.    81 
Dee.  8] 

To  Cash          

„    Interest  at  5  %  . . 

To  Balance    . . 
„    interest    .. 

To  Balance 

„    Interest 

To  Balance 
,,    [uteres! 

To  Balance 

,,    Interest    . . 

£     s.    d. 
600     0     0 
30     0     0 

1902. 
Dec.  31 

1903. 
Dec.   31 

1904. 

D   B.       1 

1906. 

D 

preciation 
.,    Balance 

Bj    Depredation 
,,    Balance 

Bj    D  preciation 

By  Depreciation 
..    Balance 

■  elation 

£      s.    d. 

138  11     6 
491     8     6 

£630     0     0 

£030     0     0 

l'.m:;. 
Jan.       1 

Dec.    -i 

£      s.     .1. 
4H1     s     6 

•Jill      .. 

£      s.     d. 
188   il     8 
877     - 

I'll 

£5i:»  l 

1904. 
Jan.      1 
Deo.    il 

£       B.      '1. 
:!77     8     ."■ 
18   17     5 

£       s.     d. 
1    -    11     6 

U      4 

£806     5  10 

£396     5  10 

IMS. 

Jan.      1 
Dec      i 

£      s.    d. 
H7   it     I 

12  17     0 

8      s.     .1. 

11     6 

181     0     7 

£270  12     1 

12      1 

Jan.       1 

£       B.     d. 

1  18      n      7 
6   12     0 

LS8  18     7 

£138    12      : 

£138    12      7 

Note.     The  annual  amount   of  depreciation  under  this  system  ia  calculated  from  actuarial 
tables  compiled  for  the  purpose.     There  mil  usually  be  differences  arising  from  Eractioi 
penny  which  will  be  adjusted  in  the  lasl  year. 

C    2 
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Dr. 


DEPRECIATION    AND    INTEREST   ACCOUNT. 


Or. 


1902. 
Dec.   31 

To  Depreciation 
To  Depreciation 
To  Depreciation 
To  Depreciation 
To  Depreciation 

a    s. 

138    It 

(1. 

1902. 
Dec.  31 

1903. 
Dec.  31 

1904. 
Dec.  31 

1905. 
Dec.  31 

1906. 
Dec.  31 

By   Interest 
„     1'.  &  L 

By  Interest 

„    P.  &  L 

By  Interest 
„    P.  &  L 

By  Interest        

„     P.  &  L 

Bv  Interest 
„'    P.  &  L 

£     s.     (1. 
30     0     0 
108  11     6 

£138  11 

6 

£138  11     G    ' 

1903. 
Dec.  31 

£     s. 
138  11 

d. 

6 

£   s.    d. 
21   11     5 
114     0      1 

£138  11 

6 

£138  11     6 

1904. 
Dec.   31 

£     s. 
138  11 

d. 

£      s.  d. 

18  17     5 

119  14     1 

£138    ! I 

6 

£138  11     6 

1905. 
Dec.  31 

£     s. 
138   11 

d. 

6 

£   s.    d. 
12  17     9 
125  13     9 

£138  11 

6 

£138  11     6 

1906. 
Dec.  31 

£     s. 
138  12 

d. 

7 

£   s.    d. 

6  12     0 

132     0     7 

£138  12 

7 

£133  12     7 

Note. — In  practice  this  account  might  not  be  used,  depreciation  and  interest  being  debited 
and  credited  respectively  to  their  separate  accounts,  but  it  is  shown  here  in  order  to  illustrate  the 
increasing  charge  each  year  to  Profit  and  Loss. 


(d)  The  Depreciation  Fund  System : 

Whereby  an  equal  amount  is  debited  to  the  Profit  and  Loss  Account 
each  year,  and  credited  to  a  Depreciation  Fund  Account,  and  an  equivalent 
amount  of  cash  is  invested  outside  the  business  in  gilt-edged  securities, 
and  allowed  to  accumulate  at  compound  interest  so  as  to  produce  the 
required  amount  at  the  completion  of  a  given  number  of  }^ears. 


This  system  is  adopted  where  it  is  necessary  to  replace  the  asset  at 
the  end  of  its  life,  and  to  provide  moneys  outside  the  business  for  such 
purpose.  This  will  avoid  any  disturbance  of  the  financial  position,  such 
as  might  occur  if  large  sums  had  to  be  withdrawn  from  the  business  at 
any  particular  moment. 
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ILLUSTRATION— 

Lease  costing  62,091  L6s.  3d.  for  term  of  Four  y<  are.     I  leprecial  Ion  by  the  Depreciation  Fund 
System  al  3  ",,  per  annum. 


DEPRECIATION    FUND    A.CCOUNT. 


I 


!  ■  Balance 


1905. 

ec    81       To  Balanci 


1906. 
\hr.  3i       To  Balanci 


£1,015     0     0 


£       B.    (I. 
1,545     9     o 


£1,545     9     0 


£2,091   lt>     3 


t      a    d. 
,091    L6     o 


Dec   81        By  P.  A   L   % 
1904. 

I>c.-.  ::i         .,  Cash  :   Interest 

..  P.  i 


1905. 
Jan.     i 


B]    Balance 

..    i  laab  :  Interest 

..    P.  a    I     « 


1906. 

Jan.     i        By  Balane 

..  Casta  :  [nteresl 

..  P.  A    i 


1907. 
ran.     l       By  Balance 


15    0    0 
500    0    0 


£1,015      II      0 


£  b.  d. 

1,016  0  0 

30  9  0 

500  0  0 


£1,545 

• 

0 

£ 

1,545 

M 

500 

0 

.1. 

0 

16 

£ 
£2,091 

l( 

(1. 

Dr. 


LNVESTMEN  I'    ACCOUNT. 


1903. 
Dec.    :i 

1904. 
Dee.  81 

I  o  i  ash        

wee 

..     '  :i-ll           

i  •  Balance 

ista       

To  Balance 

£ 
.Mill 

.■>  1  .'• 

ii 
0 

d. 

ii 

n 

1904. 

!»,■<•.    :il 

1905. 

1' 

1900. 

1' 

1907. 

Bj    Balance 

By  Balance 
Bj    Balance 

tan           

£ 
1,015 

>.   d. 
ii    o 

£1,015 

■ 

o 

i.1.01  • 

u     u 

L905. 
Jan.     l 
Dee.  81 

1.01.". 

.".:!!  i 

ii 

.1. 

0 

II 

£ 

1,545 

-.    ■! 

£1,545 

£ 
1,545 

:.4.', 

• 
- 
7 

d. 

0 

3 

• 

1900. 
Jan      i 

£2,091 

If 

1907. 
Jan.     i 

8,091 

ia 

d. 

~   .1 

£2,091 

16 

£-j   i  ■: 

:•■ 

/"•. 


LEASE    A.CCOUNT 


8,0  I] 

10     S 


Bj    Depredation  fond 


Ml    !••     I 
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J)r.  NEW   LEASE   ACCOUNT.  Or. 


1907. 
Mar.     2 


£2,000     0     0 


Notes  to  Illustration. 

(\)  For  the  sake  of  simplicity  the  investments  have  been  taken  at  par,  and  interest  has  been 
brought  in  yearly,  without  deduction  of  Income  Tax,  and  invested  as  received. 

(•2)  In  many  cases  instructions  are  given  to  the  Bank  of  England  to  reinvest  the  interest  in  the 
principal  stock  as  and  when  received,  in  which  cases  the  dividends  are  never  actually 
i-eceived,  a  book  entry  debiting  the  Investment  Account  and  crediting  the  Depreciation 
Fund  Account  being  made  to  record  the  transaction. 

(3)  In  practice  the  Investment  will  never  realise  exactly  the  book  value  owing  to  market 
fluctuations  which  have,  however,  in  this  case  been  ignored. 

(I)  The  Depreciation  Fund  Account  is  finally  disposed  of  by  transferring  the  balance  to  the 
Lease  Account,  thus  closing  both  accounts.  This  illustrates  the  fact  that  the  provision 
for  a  depreciation  fund  is  a  charge  against  profits,  and  not  an  appropriation  thereof. 

(5)  Various  terms  are  utilised  in  place  of  the  phrase  Depreciation  Fund,  e.g.  Eedemption  Fund' 
Amortisation  Fund,  Sinking  Fund,  &c. 


(e)   The  Insurance  Policy  System  : 

Whereby  an  Endowment  Policy  is  taken  out  for  the  life  of  the  Lease 
so  as  to  produce  the  amount  required  at  the  end  of  the  particular  period. 

A  similar  procedure  is  followed  as  in  the  case  of  the  Depreciation 
Fund  System,  with  the  exception  that  the  cash  taken  out  of  the  business 
is  not  invested  in  gilt-edged  securities,  but  paid  over  by  way  of  premium 
to  an  Insurance  Company. 

It  is  advisable  that  the  "  Policy  Account  "  should  be  maintained  at 
the  surrender  value  thereof,  which  in  nearly  all  cases  is  the  amount  of 
the  premiums  paid  (plus  2  %  per  annum  compound  interest),  with  the 
exception  of  the  first  premium,  which  is  withheld  by  the  Insurance  Com- 
pany to  cover  expenses. 

This  method  is  becoming  increasingly  popular  now  that  the  Insurance 
Companies  have  found  it  possible  to  give  such  favourable  terms,  for 
although  the  interest  is  lower  than  could  be  obtained  by  investing  in 
gilt-edged  securities,  there  is  no  risk  of  loss  on  realisation  as  there  is  under 
the  Depreciation  Fund  system. 
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When  the  policy  matures  a  greater  sum  will  be  received  than  that 
shown  in  the  books  to  the  debit  of  the  Policy  Account,  since  this  has  been 
maintained  at  the  surrender  value  only.  This  profit  will  be  debited  to 
the  Policy  Account  and  credited  to  the  Redemption  Fund  Account. 

(f)  Revaluation  : 

It  is  advisable  to  resort  to  this  method  of  ascertaining  the  amount 
of  depreciation  to  write  off  in  the  case  of  loose  Tools,  Plant  which  rapidly 
depreciates,  Live  Stock,  Patents,  Copyrights  and  similar  assets.  Should 
the  revaluation  disclose  an  appreciation  brought  about  by  additions 
from  Revenue,  as  in  the  case  of  loose  Tools  and  Plant  in  an  Engineering 
business  (the  cost  of  which  in  the  shape  of  materials  and  wages  has  been 
charged  to  the  Trading  Account)  such  appreciation  should  be  carried  to 
the  credit  of  the  Trading  Account. 

Where  the  appreciation  has  not  been  brought  about  by  additions 
from  Revenue,  it  will  be  of  a  capital  nature,  and  if  taken  into  considerat  ion 
at  all  should  be  placed  to  the  credit  of  a  Special  Reserve  Account. 


§  4. — The  Treatment  of  Repairs,   Renewals  and  Replacements. 

In  considering  the  question  of  depreciation,  distinction  should  be 
made  between  the  cost  of  up-keep  in  the  shape  of  repairs  am!  Bmall 
renewals,  ami  the  cost  of  Large  renewals  or  the  entire  replacement  oi 
the  asset  concerned. 

In  all  cases  the  cost  of  up-keep  should  he  charged  to  revenue  in 
addition  to  the  necessary  provision  for  deprecial  ion.  The  lattei  represents 
a  shrinkage  in  the  value  of  the  asset  which  cannot  be  made  good  l>\ 
repairs,  but  must  ultimately  involve  the  expenditure  of  Large  Bums  oe 
account  of  replacement.  The  annual  charge  for  depreciation  enables 
this  loss  to  be  spread  over  the  life  of  the  asset,  thus  prevent  ing  the  revenue 
of  any  one  period  being  unduly  burdened  with  the  cosl  of  replacement. 
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The  current  expenditure  by  way  of  repairs  is  necessary  to  preserve  the 
life  of  the  asset  to  the  extent  of  its  normal  duration,  this  being  the  basis 
upon  which  the  rate  of  depreciation  is  determined.  Consequently  it 
is  essential  that  the  cost  of  current  repairs  should  be  charged  to  revenue 
if  the  rate  of  depreciation  is  to  be  in  reality  adequate. 

In  the  case  of  large  renewals  and  replacements  the  book  value  of 
the  original  asset  should  have  been  reduced  to  nil  or  break-up  value 
by  the  time  such  expenditure  becomes  necessary,  if  the  rate  of  deprecia- 
tion provided  has  been  sufficient.  This  fact  determines  whether  such 
expenditure  can  be  justifiably  charged  to  capital. 

If  there  remains  any  book  value  over  and  above  break-up  value 
attaching  to  the  asset  to  be  replaced,  only  such  proportion  of  the  cost 
of  replacement  as  will  bring  the  book  value  of  the  asset  to  the  current 
cost  should  be  capitalised,  the  balance,  which  represents  accumulated 
depreciation  unprovided  for  in  the  past,  being  charged  to  revenue. 

It  is  important  to  consider  whether  it  is  necessary  to  provide  for 
future  expenditure  on  repairs  during  the  early  years  of  the  life  of  an 
asset,  when,  although  the  current  expenditure  is  comparatively  slight, 
it  is  known  that  the  expenditure  at  a  subsequent  period  will  be  con- 
siderable. Where  large  sums  are  involved,  the  best  method  is  to  estimate 
the  total  expenditure  on  repairs  during  the  life  of  the  asset,  and  to  average 
the  same  over  that  period.  This  will  be  done  by  raising  a  Maintenance 
Reserve  Account,  crediting  thereto  every  year  the  estimated  normal 
average  charge  which  will  be  debited  to  revenue.  The  actual  expen- 
diture as  and  when  it  is  made  will  be  debited  against  the  Maintenance 
Reserve  Account,  and  the  balance  of  that  account  carried  forward  in 
the  Balance  Sheet. 

It  may  happen  that  this  account  will  become  temporarily  in  debit 
owing  to  excessive  expenditure  in  any  one  period.  If  this  is  likely  to 
be  recouped  during  subsequent  periods,  it  can  be  carried  forward, 
but  care  should  be  taken  to  see  that  the  average  annual  charge  is 
sufficient  for  this  purpose. 
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Dilapidations  arising  under  a  lease  afford  an  illustration  of  expen- 
diture on  repairs  which  accrues  at  some  subsequent  period,  but  which 
it  is  nevertheless  advisable  to  provide  for  during  the  life  of  the  asset. 
The  most  convenient  method  of  doing  this  is  to  estimate  the  dilapida- 
tions, and  add  the  amount  arrived  at  to  the  cost  of  the  lease,  for  tin- 
purpose  of  calculating  the.  amount  of  depreciation  which  should  be 
written  off  each  year,  thus  spreading  the  cost  of  the  dilapidations  over 
the  whole  period. 


$  5. — Definition  of  Reserve  and  Reserve  Fund. 

.1  Rest  m  is  an  amount  set  aside  out  of  profits  either  for  some  Bpecific 
purpose,  such  as  to  provide  for  bad  debts,  or  for  the  general  purpose 
of  strengthening  the  business  by  way  of  accumulating  working  capital. 

A  Reserve  Fund  is  a  reserve  either  general  or  specific,  representee' 
by  investments  outside  the  business.  Sinking  Funds,  Insurance  Funds, 
and    Depreciation  Funds  are  instances  of  specific  Reserve  Funds. 

It  should  be  noted  that  there  is  a  considerable  diversity  of  opinion 
as  to  the  exact  meaning  of  the  term  Reserve  Fund,  and  the  phrase  is 
frequently  used  where  there  are  no  specific  investments  representing 
such  fund  outside  the  business.  There  can  be  no  question,  howeverf 
that  the  use  of  the  word  "Fund"  is  generally  understood  to  imply 
the  corresponding  existence  of  assets  of  a  readily  realizable  nature,  and 
in  the  opinion  of  the  authors  the  phrase  should  only  be  used  where  this 
is  the  case. 

Specific    Reserves    which    are   provided    against    anticipated    L< 

should  be  treated  as   charges  on  the  profits,  whereas   General   Reserves 
should  be  regarded  as  appropriations  of  profit. 

Specific  Reserves  are  usually  -hewn  in  the  Balance  Sheet  ly  way 
of  deductions  from  the  assets  against  which  they  are  made,  whereas 
General  Reserves  and  Reserve  Funds  are  shewn  on  the  liabilities  side 
of  the  Balance  Sheet. 
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§  6.     Reserves  for  Bad  Debts. 

Actual  bad  debts  not  written  off  should  be  reserved  for  in  full. 
Doubtful  debts  may  be  provided  for  in  two  ways  : — 

(a)  By  Reserving  on  each  Doubtful  Debt. 

When  the  doubtful  debts  are  not  sufficiently  numerous  or  of  a 
sufficiently  average  size,  reserve  should  be  calculated  separately  on  each 
doubtful  debt,  and  the  amount  so  arrived  at  debited  to  Profit  and  Loss 
Account  and  credited  to  Bad  Debt  Reserve  Account. 

(b)  By  the  Percentage  System. 

In  other  cases  it  is  usual  to  reserve  by  way  of  a  percentage  on  the 
outstanding  debtors,  the  rate  of  which  will  be  governed  by  past  experience. 
Sometimes  the  percentage  is  calculated  on  the  turnover,  but  this  method 
is  not  recommended  inasmuch  as  the  possible  bad  debts  stand  in  direct 
relation  to  the  outstanding  debtors  and  not  to  the  turnover.  When 
the  actual  bad  debts  are  written  off,  they  should  be  charged  against 
the  Reserve  Account,  and  when  the  accounts  are  prepared  the  balance 
of  this  Reserve  Account  should  be  increased  to  the  amount  of  the 
percentage  on  the  outstanding  debtors  by  means  of  a  further  transfer 
from  Profit  and  Loss. 

ILLUSTRATION- 

The  outstanding  debtors  of  a  business  at  1st  January,  1907,  are  £20,000,  and  at  31st 
December,  1907,  £25,000.  Reserve  is  made  for  doubtful  debts  at  4  %  on  the  outstanding- 
debtors.  Bad  debts  written  off  during  1907  amount  to  £750.  Show  the  Bad  Debt  Reserve 
Account  for  the  year  1907,  and  the  amount  to  be  written  off  to  Profit  and  Loss  Account. 


Dr. 


BAD  DEBT  RESERVE  ACCOUNT. 


Or. 


1907. 
Dec.  31 

To  Had  Debts 
.,    Balance  4% 

on  £25,000 

£    s.  a. 

750     0     0 
1,000     0     0 

1907. 
Jan.      1 
Dec.   33 

1908. 
Jan      1 

By  Balance  4",, 
„    P.  &  L.   % 

By  Balance 

on  £20,000.. 

£      s.   d. 
800     0     0 
950     0     0 

£1,750      0      (l 

£1,750     0     0 

£1,000     0     0 
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{  7.     Reserves  for  Discounts. 

The  question  as  to  whether  reserves  should  be  made  for  discounl 

on  debtors  and  creditors  is  purely  optional,  the  argument   in  favour  of 

provision  being  that  since  it  is  known  that  a  certain  amount  of  discount 
will  have  to  be  allowed,  reserve  should  be  made  accordingly  in  order  thai 
the  debtors  and  creditors  may  stand  in  the  Balance  Sheet  at  the  amounl 
they  are  expected  to  realise  or  be  paid  ultimately  in  cash.  On  the  other 
hand  the  argument  against  such  provision  is  thai  discounl  being  an 
allowance  granted  in  consideration  of  cash  being  paid  al  a  given  date  or 
within  a  certain  specified  time,  the  discount  should  fall  in  the  Bame 
period  as  that  in  which  the  cash  passes. 

Where  a  reserve  for  discount  is  made,  a  Discount   Reserve  Account 
should  be  opened  and  worked  in  manner  similar  to  a  Bad  Debt  Reserve 
Account.     The  discount  may  either  be  calculated  out  separately  on  <■ 
personal  balance  outstanding,  or  by  way  of  a  percentage  on  the  total  out- 
standing.     This  percentage   can  be   arrived  at  by  taking  the    avei 
rate  of  discount  allowed  in  previous  periods  on  the  sales  and  pinch 
respectively. 


J  8.  -The   Operation   of  Sinking   Funds   for  the  Repayment  of 
Loans. 

Such  a  fund  works  in  precisely  the  same  way  as  the  Depreciation 
Fund  described  in  Section  3  (d).  An  equal  amount  is  debited  to  the 
Profit  and  Loss  Account  each  year,  and  credited  to  Sinking  Fund  Account, 
and  an  equivalent  amount  of  Cash  is  invested  outside  the  business  in 
gilt-edged  securities,  and  allowed  to  accumulate  at  compound  interest, 
so  as  to  produce  the  required  amount  at  the  end  of  the  given  period. 

At   the  v\ui  of  the  time  the  investments  will  be  realised  and  the 

loan  repaid     This  Leaves  the  Sinking  Fund  still  standing  with  a  credit 
balance,  which  should  be  transferred  to  General  Reserve  Account,  since 
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the  particular  purpose  for  which  it  was  created  has  ceased  to  exist. 
Whereas  formerly  it  was  represented  by  specific  investments,  it  will  now 
be  represented  by  the  general  assets  of  the  business  which  will  to  that 
extent  have  been  acquired  out  of  profits.  This  illustrates  the  point  that 
the  provision  of  a  Sinking  Fund  for  the  repayment  of  a  liability  is  not  a 
charge  against  profits,  but  an  appropriation  of  them,  thus  marking  its 
profound  distinction  in  principle  from  a  Depreciation  Fund  formed  for 
the  purpose  of  replacing  an  asset,  the  provision  of  which  is  a  charge 
against  profits. 

The  reason  why  the  provision  for  such  a  Sinking  Fund  is  debited 
against  the  Profit  and  Loss  Account,  is  in  order  that  moneys  may  be 
accumulated  and  set  aside  out  of  profits  to  repay  the  liability  without 
having  to  provide  capital  moneys  for  that  purpose. 

It  would  be  perfectly  possible  to  accumulate  funds  outside  the 
business  for  the  repayment  of  any  liability,  by  simply  making  annual 
investments  out  of  cash  without  charge  against  the  Profit  and  Loss 
Account  at  all,  but  in  such  a  case  the  balance  of  the  Profit  and  Loss 
Account  would  appear  out  of  all  proportion  to  the  amount  of  profits 
which  it  would  be  prudent  to  distribute. 

If  a  business  distributes  the  whole  of  its  profits,  and  at  the  same 
time  makes  these  investments  by  annual  instalments  without  forming 
a  Sinking  Fund  for  the  redemption  of  its  loan,  the  financial  position 
might  easily  become  seriously  affected. 


ILLUSTRATION- 

On  the  1st  January,  1902,  Debentures  to  the  extent  of  £500  were  issued,  redeemable 
at  par  at  the  end  of  five  years,  and  it  was  resolved  that  a  Sinking  Fund  should  be  formed. 

Show  the  Ledger  Accounts  for  the  five  years,  presuming  that  the  interest  received  on 
the  investments  representing  the  Sinking  Fund  was  at  the  rate  of  5  per  cent,  on  the  cost,  that 
Income  Tax  was  ignored,  and  that  the  interest  was  received  yearly,  and  immediately  invested. 

Note. —  180975  of  £1  annually  invested  at  5  per  cent,  compound  interest  will  produce 
£1  at  the  end  of  five  vears. 
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1002. 
Dec.  81 

To  Balanoe     . . 
i  'm  Balance 

To  Balance     .. 

To  Balance 

Co  Reserve  Account 

£ 

0 

ll. 

9 

1002. 

1008 

.Liu.      1 

1004. 

Jan       i 

D          i 

1005. 
Jan.     i 

1 81 

1006. 
Jan.     i 
Dec.  31 

By  P.  .v  I..  Account  . . 

Bj    Balance        

..    P.  &    i      looooi  t  .. 

By  Balance        

,,    i'.  .V  L.  Account    . . 

,,    Cash  (hit,  rot  i 

Bj    Bal  c\noe 

1    i     Leoounl   .. 

1  (Interest) 
By  Balance 

■       1         \ic-uUlit      .  . 

..    Cash  (Interest) 

1003. 

l 

185 

s. 
10 

<l. 

it 

E     -     ,1 
i    10     8 

£185 

10 

0 

:  .     ,, 

1004. 
Deo.   31 

£ 

s. 

(1. 

8 

£ 

185   lo     ii 
90     9     0 

£285 

5 

3 

• 

1005. 
Dec.  81 

£ 
390 

s. 
0 

a. 

3 

£       s.    ,1. 
285 
90     9     9 
11 

£390 

0 

3 

1006. 

Dec.  31 

I 

II 

(1. 

n 

£      s.    (1. 

390     0     3 

■in    o    g 

19   10     0 

£500 

1) 

0 

Note  to  Ttt%utration. 


INVESTMENT     ACCOUNT. 


Cr. 


1002. 
hi  o.  81        in  Casta 

1903. 
Jan.      1        To  Balance 
Dec.  31         „    Cash 


1904. 
Jan.     l 

Dec.   31 


1905. 

Jan,     i 
Deo.  81 


To  Balance 
„    Cash 


To  Balance 
..    Gash 


£ 
90 

S.   il. 

9    g 

£ 
90 
95 

B.    (1. 
0     9 

ii     3 

£185 

10     0 

£ 

186 
99 

s.     ll. 
10     0 
15     3 

£285 

5     8 

£ 
28  • 
lilt 

s.    d. 
5     8 
15     ii 

0     3 

1904. 

Jan      i 


1905. 
Jan.      1 


By  Balance 
By  Balance 


By   Balance 


a 

.1. 

9 

£ 
186 

1  ' 

.1. 
ii 

£185 

in 

|| 

£ 

il. 

a 

£285 

■> 

3 

£ 
390 

s. 
0 

il. 

£390 

0 

Dr. 


DKWKYITRKS. 


I'.ior,. 
Dec.   31 


£500     o     o 


1902. 

Jan.     i 


By  Cash 


At  the  end  of  the  fifth  year,  \i/..  :ti-t  Deoemher,  1906,  no  amounl  '»i  oash  will  be  taken 
out  of  tlir  business  and  invested,  tor  the  obvious  reason  thai  the  Debentures  an  redeemable 
on  that  date.    Thus  the  differenoe  between  the  total  of  the  Binking  Fund,  £600,  al  31sl  I  > mber, 
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1906,  and  the  total  amount  of  the  investments,  £390  0s.  3d.,  i.e.  £109  19s.  9d.,  is  made  up  as 

follows  : — 

Final  instalment  of  Sinking  Fund  uninvested         .  .  .  .        £90     9     9 

Interest  on  Investments  uninvested.  .  ..  ..  ..  19  10     0 

£109  19     9 


The  calculation  of  the  amount  of  the  instalment  will  be  made  as  follows  :— 

If   £1    is  produced  at  the  end  of  five  years  by  annual  instalments  of    £'180975  at 

5  per  cent,  compound  interest ; 

Then  £500  is  produced  at  the  end  of  the  same  period  by    annual    instalments  of 

£•180975  x   500  =  £90  9s.  9d. 

•180975 
500 

90-487500 
20 

9-750000 
12 


9-000000 


§  9.— The  Operation   of   Insurance   Funds   in   Steamship   Com= 
panies'  Accounts. 

Steamship  Companies  owning  a  fleet  of  vessels  frequently  insure 
either  a  part  or  the  whole  of  their  fleet  themselves.  There  must  be  a 
sufficient  number  of  ships  to  enable  the  law  of  average  to  apply,  and 
consequently  the  practice  is  not  applicable  to  companies  owning  a  single 
ship,  since  in  the  event  of  a  total  loss  the  fund  would  not  be  sufficient  to 
meet  the  claim. 

It  is  usual  to  commence  operations  by  insuring  a  line  on  each  ship 
representing  a  proportion  of  its  value,  the  remainder  being  insured 
outside,  in  order  to  avoid  the  risk  of  a  heavy  loss  on  any  one  ship  swamping 
the  Fund  while  it  is  small.  As  the  Fund  grows,  the  line  is  gradually 
increased. 

An  amount  should  be  credited  to  the  Insurance  Fund  Account 
each  year  equal  to  the  insurance  premiums  that  would  have  been  payable 
had  the  insurance  been  effected  outside,   or  slightly  in  excess  thereof, 
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the  same  being  debited  to  the  Voyage  Accounts  as  insurance.  An 
equivalent  araounl  should  be  invested  outside  the  business  in  gilt-edged 
securities  at  compound  interest.  To  the  credit  of  fche  Insurance  Fund 
Account  will  also  be  placed  interest  on  the  Investments  representing  the 
Fund,  and  Salvages,  Refunds,  &c.  To  the  debit  will  be  charged  L 
Re-insurances,  and  Expenses  of  administering  the  Fund,  including  Loss 
on  sale  of  Investments,  if  any. 

No  division  of  Insurance  profits  should,  be  made  until  the  Fund  has 
reached  such  a  position  as  to  be  sufficient  to  provide  for  any  contingencies 
likely  to  arise.  The  circumstances  to  he  taken  in  account  are  the  number 
of  ships  in  the  fleet  in  order  i<»  ascertain  fche  average  risk,  the  nature 
of  the  voyages,  and  the  condition  of  the  vessels. 


§10.  -Secret  Reserves. 

This  term  is  used  in  cases  where  a  Reserve  actually  exists,   which 
is  not  disclosed  on  the  face  of  the  Balance  Sheet. 

Secret  Reserves   may  be  formed  in  the  following   ways: 

(1)  By  writing  down  assets  such  as  Freehold  Premises  or  In- 
vestments below  their  actual   value. 

(2)  By  creating  excessive   Reserves  for   Had    Del>is.  \c 

(.'*)   By  charging   Expenditure  to  Revenue  which  is  properly  of 
a  Capital  nature. 
The  following  objections  may  be  made  against  this  practice  : — 

(1)  The  resulting  Balance  Sheet  will  not  correeily  represent  the 
slate  of  affairs,  as  the  assets  will  be  under-stated  or  the  Liabilities 
over-stated. 

{'2)   The    Profit    and     Loss    Account     will    not    show     tin-    con 
profit,  and  consequently  the  dividend   declared   may   be   Less   than 
would  otherwise    have   been   the   case    had    fche    full    profit    been    dis- 
closed. 

(."))  The  practice  Lends  itself  to  the  manipulation  of  profits,  and 
to  improper  dealings  iii   the   mares  bj    the   Director-. 
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On  the  other  hand  the  practice  of  creating  Secret  Reserves  is  un- 
doubtedly advantageous  in  many  instances,  particularly  in  the  case 
of  Banks,  since  it  enables  the  dividends  to  be  maintained  without  violent 
fluctuation,  and  prevents  the  credit  of  the  Bank  being  injured  by  the 
disclosure  of  extraordinary  losses. 

These  arguments  do  not  apply  so  strongly  in  the  case  of  ordinary 
Trading  Companies,  but  at  the  same  time  Secret  Reserves  are  to  a  certain 
extent  utilised,  and  the  practice  cannot  be  said  to  be  an  improper  one, 
so  long  as  the  motives  underlying  it  are  bond  fide,  and  the  treatment 
is  to  the  advantage  of  the  Company  generally. 

Whe  e  the  Asset  Account  is  written  down,  it  is  inadvisable  that 
it  should  be  written  off  completely,  as  this  would  have  the  effect  of 
eliminating  all  record  of  the  asset  from  the  books.  A  balance  of  some 
sort,  however  small,  should  remain. 

An  alternative  method  is  to  raise  a  Reserve  Account  in  respect 
of  the  asset,  instead  of  crediting  the  Asset  Account  itself.  The  asset 
will  be  shown  net  in  the  Balance  Sheet. 
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CHAPTER     V. 


GOODS   ON   SALE   OR    RETURN,    CONSIGNMENT 
ACCOUNTS,    &c. 


§  1. — Treatment  of  Goods  on  Sale  or  Return. 

(a)  Where  the  goods  sent  out  on  sale  or  return  are  comparatively 

small  in  number. 
(6)  Where  the  goods  sent  out  on  sale  or  return  are  considerable 
in  number. 

(c)  Where  the  goods  sent  out  on  sale  or  return  are  considerable 
in  number  and  of  considerable  value. 

-Distinction   between  Consignments  and   Goods  sent   out 
on  Sale  or  Return. 


— Account  Sales. 

—Entries  in  the  Consignor's  Books. 
— Entries  in  the  Consignee's  Books. 
— Account  Current. 
— Average  Date. 
— Joint  Consignment  Accounts. 
A \ts  w  itii  Agents. 
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CHAPTER     V. 


GOODS   ON   SALE   OR    RETURN,   CONSIGNMENT 
ACCOUNTS,  &c. 

§  1. — Treatment  of  Goods  sent  on  Sale  or  Return. 

It  is  the  practice  in  many  businesses  to  send  out  goods  to  customers 
on  approval,  but  such  goods  should  not  be  treated  in  the  books  as  ordinary 
sales,  for  the  reason  that  the  property  therein  does  not  pass  to  the  buyer 
until  he  signifies  to  the  seller  his  acceptance  of  the  goods,  or  does  some 
act  by  means  of  which  a  sale  is  expressed  or  implied.  If,  therefore, 
these  transactions  are  primarily  treated  as  sales,  profit  will  be  anticipated 
which  may  never  be  actually  realized,  and  the  Balance  Sheet  will  in 
consequence  be  incorrect  as  regards  the  items  "  Debtors  "  and  "  Stock  " 
to  the  extent  of  any  uncompleted  transactions. 

The  method  of  treating  these  items  depends  upon  circumstances 
and  the  number  of  transactions  involved,  and  may  be  broadly  divided 
under  three  headings  : — 

(a)  Where  the  Goods  sent  out  on  Sale   or    Return    are   comparatively    small   in 
number. 

The  best  way  to  record  these  is  to  have  a  specially  ruled  form  of 
Day  Book,  such  as  the  following  : — 


ILLUSTRATION- 

Date.  Particulars. 

(1)  (2) 


SALE     OR     RETURN     DAY     BOOK. 


Goods  sent 

on 

Sale  or  Return 

(3) 


Date. 
(4) 


Goods  Returned. 
(5) 


Sales 
Ledger 
Folio. 
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The  procedure  will  then  be  as  follows  :— 

(1)  When  goods  are  Benl  oul  they  are  entered  in  Column  :*» 
al  selling  price,  and  no  other  entry  is  made  until  definite  information 
lias  been  obtained  as  to  whether  the  goods  are  to  he  kept  l>\-  the 
customer  or  returned. 

(2)  If  the  goods  are  returned,  they  are  extended  into  Column  5, 
which,  like  Column  3,  is  simply  a    memorandum  column,  and  does 

not  effect  the  double  entry. 

(3)  If  the  goods  are  sold,  they  arc  extruded  into  Column  6, 
and  posted  therefrom  to  the  debit  of  the  customer  in  the  Sales 
Ledger.  The  total  of  this  column  will  ultimately  be  posted  to  the 
credit  of  Sales  Account. 

(4)  The  difference  between  the  totals  of  Columns  5  and  6 
taken  together,  and  that  of  Column  3,  will  represent  the  goods 
outstanding  at  any  given  date. 

(5)  All  these  transactions  will  have  been  entered  in  this  special 
day  book  at  selling  price,  but  the  stock  of  goods  outstanding  must 
be  valued  at  cost,  and  treated  in  the  same  way  as  ordinary  stock 
for  Balance  Sheet  purposes. 


(b)    Where  the  Goods  sent  out  on   5ale   or   Return   are  considerable   in  number 

The  system  suggested  above  cannot  be  conveniently  applied  without 
sonic  modification  in  cases  where  the  number  <>t  u<><mU  sent  out  on  sale 
or  return  is  considerable,  owing  to  the  number    of    outstanding  items 

at  balancing  periods. 

In  order  to  avoid  the  Labour  of  bringing  forward  in  detail  with 
full  particulars  <>t  these  outstanding  item-  to  a  fresh  section  of  the  book, 
which  would  be  necessary  to  enable  the  various  columns  to  he  properly 
balanced  off,  a  Blightly  extended  ruling  of  the  book  i-  suggested 

i>  2 
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The  following  will  be  found  suitable  : — 

ILLUSTRATION- 
SALE  OR  RETURN  DAY  BOOK. 


Half-year  ending  June  30th,  1908. 


Half-year  ending   December  31st,  1908. 


Goods  n-ite 

Particulars.  I   gg«     returned   ^>ned. 
Return. 


Goods 

sold 


Sales 
Ledger 

Folio. 


lance  j!      Date 

30th June,  i  returned 

1908.      !     or  sold. 


Goods 
eturneil. 


Goods 
sold. 


Ledger 
Folio. 


At  the  balancing  period  the  selling  value  of  the  goods  remaining 
in  the  hands  of  customers  will  be  extended  into  the  Balance  Column,  and 
all  the  columns  in  the  first  section  cast.  The  total  of  the  Balance  Column, 
plus  the  totals  of  the  Goods  Returned  and  Sold  Columns,  will  equal 
the  total  of  the  Goods  Sent  out  on  Sale  or  Return  Column. 

In  the  following  period,  as  these  goods  are  sold  or  returned,  the 
amounts  will  be  extended  into  the  columns  provided,  and  this  should 
easily  suffice  to  complete  the  record,  since  it  is  unlikely  that  any  items 
will  remain  open  beyond  the  close  of  the  second  period. 

A  tether  section  of  the  book  will  be  utilized  to  record  all  goods 
sent  out  during  each  current  period,  and  these  in  their  turn  will  be 
completed  in  a  similar  manner. 


(c)    Where  the  Goods    sent   out  on   Sale  or  Return  are  considerable   in   number 
and  of  considerable  value. 

In  this  case  it  is  not  wise  to  rely  on  a  purely  memorandum  system, 
which  does  not  readily  lend  itself  to  proof,  and  it  is  better  to  have  a 
separate  set  of  books  on  a  Double  Entry  principle. 

These  will  comprise  the  following  : — 

(1)  Sale  or  Return  Ledger. 

(2)  Sale  or  Return  Day  Book. 

(3)  Sale  or  Return  Journal. 
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The  procedure  will  then  be  as  follows  : — 

(1)  When  goods  are  sent  out  they  are  entered  in  the  8.  or  1!. 
Day  Book,  and  posted  therefrom  in  detail  to  the  debit  of  the  customer 
in  the  S.  or  R.  Ledger,  and  in  total  at  the  end  of  each  month  or 
period  to  the  credit  of  a  S.  or  R.  Total  Account,  which  can  be  kept 
in  the  S.  or  R.  Ledger. 

(2)  When  the  customer  decides  to  keep  the  g Is,  his  Account 

in  the  S.  or  R.  Ledger  must  be  credited,  and  his  Account  in  the 
ordinary  Sales  Ledger  debited,  for  he  is  now  an  ordinary  debtor. 
Similarly  S.  or  R.  Total  Account  should  be  debited,  and  Sales  Account 
credited.  When  goods  are  returned,  the  customer's  Account  in  the 
S.  or  R.  Ledger  must  be  credited,  and  the  S.  or  I!.  Total  Account  in 
the  same  ledger  debited.     To  record  these  transactions  it  is  oecesfi 

to  have  a  special  S.  or  R.  Journal.      It  should  be  ruled,  as  follows  : 

LLUSTRATION- 


SALE     OR 

RETURN     JOURNAL 

Particulars. 

(21 

s.  or  K.  folio. 

(3) 

Sale  or  Return 

S.  L. 
Folio. 

(S) 

Sales  I. 

. 

(3)  When  goods  on  sale  or  return  are  sold,  the  customer's  name 
is  entered  in  column  2,  and  the  amount  n\  the  Sale  entered  in 
columns  4  and  6,  and  posted  in  detail  therefrom  to  the  credit  of 
the  customer's  Account  in  the  S.  or  R.  Ledger,  and  to  the  debit 
of  bis  Account  in  the  Sales  Ledger. 

(4)  When  goods  are  returned  they  are  simph  entered  in  Column 
4,  and  posted  in  detail  therefrom  to  the  credit  n\  the  customer  in 
the  S.  or  R.  Ledger. 

(5)  At  the  end  of  each  month  or  period  the  total  of  column  (i 
is  posted  to  the  credit  of  Sales  Account,  and  that  of  column  l  is 
posted  to  the  debit  of  S.  or  I!.  Total  Account  in  the  S.  or  I!.  L 
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The  main  principle  of  the  system  above  described  is  to  render  the 
Sale  or  Return  Ledger  self -balancing,  i.e.  the  total  of  the  debit  balances 
in  the  ledger  should  equal  the  balance  of  the  Sale  or  Return  Total  Account. 
If  this  is  carried  out  there  is  no  difficulty  in  ascertaining  the  total  selling 
value  of  goods  out  on  sale  or  return  at  any  time. 

On  making  up  a  Balance  Sheet  and  Accounts,  the  Sale  or  Return 
Ledger  being  self -balancing  is  outside  the  Double  Entry,  and  the  actual 
value  of  the  goods  out  on  sale  or  return,  which  should  be  treated  as 
stock,  can  be  arrived  at  by  reducing  the  balance  of  each  Account  in  the 
Sale  or  Return  Ledger  to  cost. 


§  2— Distinction    between    Consignments   and    Goods   sent   on 
Sale  or   Return. 

There  is  a  distinct  difference  between  sending  out  goods  on  Con- 
signment and  sending  out  goods  on  Sale  or  Return. 

In  the  former  case  the  Consignee  (i.e.  the  party  to  whom  the  goods 
are  sent)  is  the  agent  of  the  Consignor  (i.e.  the  sender),  and  his  business 
is  to  sell  goods  to  third  parties  on  behalf  of  the  Consignor,  and  remit 
the  net  proceeds  to  him. 

Usually  the  Consignee  does  not  indemnify  the  Consignor  against 
loss  by  bad  debts,  but  if  he  does  so  he  is  termed  a  Del  Credere  Agent. 

In  the  case  of  Sale  or  Return,  the  person  to  whom  the  goods  are  sent 
is  not  necessarily  an  agent  of  the  sender,  but  in  the  majority  of  cases  is 
merely  an  optional  purchaser,  who  must  either  exercise  his  option  to  buy, 
or  return  the  goods  within  a  specified  or  reasonable  time. 


§  3 —Account   Sales. 

This  is  the  account  rendered  by  a  Consignee  to  his  Consignor  showing 
the  gross  and  net  weight  of  the  goods,  the  price  realised,  the  charges, 
brokerage  and  commission  deducted,  and  the  net  balance  for  which  he 
is  liable. 


GOODS   OX   SALE   OB    RETUBN,    CONSIGNMENT     \<<<>i   NTS,    BTO.  55 

ILLUSTRATION- 

On  March  1st,  1908,  the  A.  Mining  Company,  Limited,  consigned  to  I!.  Jones  and  Co. 
180  tons  of  Chrome  Ore  per  8.8.  "  DfenelanR,"  invoiced  ;it  £3  10b.  Od.  pet  t<>n.  The  ooel  ol 
the  Ore  ;it  the  mine  was  t/jno,  ami  Railway  rreighl  to  the  ooasi  E70,  all  other  expenses  being 
paid  by  the  Consignee.  On  July  1st  B.  Jones  and  Co.  remitted  an  Aooonnl  Bales  showing 
gross  weigh!  L80  tons,  and  tare  of  bags  7  cwt..  the  ore  being  realised  at  80b.  per  t'>n.  They 
deducted  for  Ocean  Freight  20s  per  ton,  for  Dock  Dims.  \c.  tt.~>.  Marine  insurance  £7  l"~  Od., 
Brokerage  1{  per  cent.,  and  Commissioi]  2\  percent.,  remitting  drafl  tor  the  balance.     Hake 

ont  an   Account   Sales. 

ACCOUNT  8ALE8  of  180  tun.  ,,f  Chrome  Ore  at  8s.  "  Kenelans,"  Bold  by  or.icr  and  for  account  of  the  A-  Mining 
Company,  Limited. 

By   15.  .Funks  A  Co., 

B,  John  Street, 

London,  1st  July,  1906 
Discharged         180  Tons  i»  cwt. 
Tare  of  Bags  7 


179     13     @     80s 

Charges. 
Ocean  freight  at  80a.  per  ton 

Dock     Hues,    &C. 

Marine   Insurance 

Brokerage  (ffi   11%  on  £718  12s.  Od 

Commission  2.1%  on  £718  12s.  Od 

£180     0 

■»:.      o 
7    10 

17   19 

o 
0 
0 

s 
4 

£7  is    12      0 
259     9     0 

Net  proceeds  as  per  draft  enclosed 

£459     3     0 

E.  &  O.  E. 

London,   1st  Julv,  1908. 

(Signed)     l'..  Jofm  &  Co. 

§  4. — Entries    in    the   Consignor's    Books. 

When  the  Consignor  wishes  to  ascertain  the  exact  profit  or  loss  in 
respect  of  each  Consignment,  he  should  open  a  separate  Consignment 
Account  therefor. 

The  procedure  should  be  as  follows  : — 

(1)  Debit   Consignment    Account    with   cost    ol  -nods,  and   credit    a 

"  Goods  sent  on  Consignment  Account." 

(2)  Debit    Consignment    Account    with    expenses    incurred    by   the 

Consignor,  such  as  Insurance,  Freight,  &c,  crediting  ('ash  or  a 
Personal  Account. 

(3)  On  receipt  of  Account  Sales  from  the  Consignee,  debit  the  Con- 

signee  with    the   gross    proceeds,  and    credit    the   Consignment 
Account. 

(4)  Debit   the  Consignment    Account   with  expenses,  brokerage  and 

commission  deducted  by  the  Consignee,  and  credit  the  ( ionsigi 
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(5)  The  balance  of  the  Consignment  Account  will  represent  profit 

or  loss  on  Consignment,  and  be  written  off  to  Profit  and  Loss. 

(6)  The  balance  of  the  Consignee's  Account  will  represent  the  amount 

due   by  him.     If  he   remits  draft,  debit  Bills  Receivable,  and 
credit  him,  so  closing  the  Account. 

(7)  Transfer    the    balance    of    the    "  Goods    sent    on    Consignment 

Account  "  to  the  credit  of  Trading  Account. 

Should  the  Consignor  prepare  his  Balance  Sheet  and  Accounts  prior 
to  the  sale  of  the  goods,  the  debit  balance  of  the  Consignment  Account 
will  be  carried  forward  and  treated  in  the  Balance  Sheet  as  Stock  on 
Consignment.  If  a  loss  is  anticipated,  an  adequate  reserve  should  be 
made. 

ILLUSTRATION— 

From  the  particulars  given  in  the  Illustration  to  §  3  make  the  entries  in  the  Consignor's 


hooks. 


CONSIGNOR'S     BOOKS. 


Dr. 

CONSIGNMENT     ACCOUNT. 

Cr. 

1908. 

£      s.    d. 

1908. 

£      s.    d. 

Mar.     1 

To  Ore            

200     0     0 

July     1 

By  B.  Jones  &  Co 

718  12     0 

.,    Railway  Freight. . 

70     0     0 

July      1 

„    B.  Jones  &  Co.  : 
Ocean  Freight 
Dock  Dues 

180     0     0 
45     0     0 

Marine  Insurance 

7   K)     0 

Brokerage 

8    in     8 

Commission     . . 

17   19     4 

Dec.   31 

: ,    Profit  &  Loss  : 
Profit 

189     3     0 

i 

£718  12     0 

£718  12     0 

Dr. 

B.    JONES    &    CO. 

Or. 

1908. 
July     1 

To  Consignment  Account    . . 

£      s.     d. 
718  12     0 

1908. 
July     1 

,,     3 

By  Consignment  Account — 

Sundry  Charges 
„    Bill  Receivable 

£      s.    d. 

259     9     0 
459     3     0 

£718  12     0 

£718  12     0 

*  o. 


Entries  in  the  Consignee's  Books. 


When  the  goods  are  received  by  the  Consignee,  he  will  enter  particulars 
thereof  in  a  Consignment  Stock  Book  ruled  for  Marks  and  Quantities, 
according  to  the  nature  of  the  goods,  and  having  a  column  for  invoice 


GOODS   ON    SALE    OB    BETURN,    CONSIGNMENT     ACCOUNTS,    ETC.  •  >< 

price.  This  book,  however,  is  merely  a  Memorandum  Book,  and  no 
entries  will  be  made  in  the  financial  books  until  a  sale  takes  place.  Tin- 
goods  not  being  the  property  of  the  Consignee,  must  be  kept  entirely 
distinct  from  his  own  stock,  and  should  not  be  included  in  his  Balance 
Sheet. 

It  is  usual  for  the  Consignor  to  invoice  goods  at  a  price  in  excess  of 
cost,  Buch  invoice  being  termed  a  pro  formd  invoice.  This  is  done  to 
prevent  the  Consignee  knowing  what  the  cost  price  is,  and  also  to  stimulate 
him  to  sell  at  the  highest  price  obtainable. 

The  procedure  in  the  Consignee's  books  will  be  as  follows  : — 

(1)  Debit  the  Consignor  with  any  Expenses  incurred  on  behalf 
of  the  Consignment  by  the  Consignee,  such  as  Freight,  Warehousing, 
&c,  crediting  Cash  or  a  Personal  Account. 

(2)  When  sales  are  made,  debit  the  various  debtors,  and  credit 
the  Consignor  through  a  Consignment  Sales  Day  Book,  or  in  smaller 
cases  through  the  ordinary  Journal. 

(3)  When  the  Account  Sales  is  prepared,  debit  the  Consignor 
with  the  Brokerage,  Commission,  &c,  crediting  the  latter  Accounts. 

(4)  The  balance  of  the  Consignor's  Account  will  represent  the 
amount  due  to  him.  If  a  draft  is  remitted,  debit  him  and  credit 
Bills  Payable,  so  closing  the  Account. 


ILLUSTRATION 

From  the  particulars  given  in  the  II 


itration  to  S  :>.  make  the  entries  in  tin-  Consignee's 


books. 


CONSIGNEE'S     BOOKS. 
THE    A.    MINING    COMPANY,    LIMITED. 


Cr. 


1908. 

£      a    .1 

1908. 

£      s.    d. 

July      1 

To  Ocean  Freight 
.,    Dock  l tnea 
..    Marine  Insurance 
..    Brokerage 
.    Commission 

ISO     0     ip 

16  0    0 

7    in      n 

3  19    8 

17  19     4 

-1  n  1  >    1 

Bj   Snndrj    Debtors 

718   12     0 

..    Bill  Payable 

159     a    0 

£718   12     0 

-.71-    12     0 

Detailed  particulars  will  also  be  entered  in  the  Consignment   Stock   Book   i.v   way  of 
memoranda  as  described  above. 
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§  6.— Account  Current. 

This  is  an  account  of  mutual  dealings  and  transactions  between 
two  parties  during  a  given  period,  rendered  by  one  party  to  the  other. 
It  is  in  effect  a  copy  of  the  ledger  account,  with  the  addition  of  interest 
in  the  majority  of  cases. 

Interest  is  usually  calculated  at  a  fixed  rate  per  cent,  on  each  item 
on  either  side  of  the  account,  from  the  date  of  the  item  to  the  close  of 
the  account.  Interest  columns  should  be  provided,  and  the  balance 
of  these  should  be  brought  into  the  principal  column  It  sometimes 
happens  that  goods  are  invoiced  prior  to  the  due  date  of  payment,  in 
which  case  interest  will  only  run  from  the  due  date,  and  not  from  the  date 
of  the  invoice. 


ILLUSTRATION- 

Make  out  an  Account  Current  to  be  rendered  by  A.  to  B.  on  1st  February,  1908,  in  respect 
of  the  following  transactions  : — 


1907.     Oct. 


Nov.  1 
Dec.    1 


1908.     Jan.    1 


Goods  sold  to  B.  £150. 

Received  cash  from  B.  £67  10s.  Od. 

Paid  B.  cash  £247  10s.  Od. 

Bought  Goods  of  B.  £375. 

Paid  to  B.  cash  £225. 

Bought  goods  of  B.  £540. 

Paid  cash  to  B.  £450. 

Goods  sold  to  B.  £120. 


Feb.    1 
Interest  at  6  per  cent,  to  be  calculated  in  months  instead  of  days. 


Dr. 


B.     IN    ACCOUNT    CURRENT    WITH    A. 


Or. 


Date. 

Particulars. 

Mths. 

Interest, 

Principal.     | 

Date. 

Particulars. 

Mths. 

Interest. 

Principal. 

1907. 
Oct.     1 
Nov.  1 

lire.      1 

1908. 
Jan.   1 
Feb.   i 

To  Goods 
..    Cash    ..     .. 

'.'.    Goods"     .. 
,.    Interest  as 
per  Contra  . . 

To  Balance 

4 

:: 

1 

£     s. 
3     0 
:;   14 
2     5 

2     5 

(1. 
0 

3 
0 

0 

£      s.     d. 
150      (1      0 
247   10     0 
225     0     0 

450     0     0 
120     0     0 

3     8     3 

1907. 
Oct.  1 
Dec.  1 

1908. 
Jan.  1 
Feb.  1 

By  Cash    . .     . 
,,    Goods 

..    Transfer  to 

Contra 
,.    Balance 

4 

1 

£ 

1 

3 

7 
15 

14 

8 

d. 

0 
0 

0 

3 

£     s      (1. 
67  10     0 
375     0     0 

540     0     0 
213     8     3 

£11     4 

:: 

£1,105    18      :s 

£11 

4 

3 

£1,195   18     3 

Feb.    1 

£213     8     3 

Note  to  Illustration. 

In  rendering  an  Account  Current  it  is  important  to  know  from  which  point  of  view  the 
account  is  to  be  prepared. 
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If  it  Lb  prepared  from  the  poinl  of  view  ol  the  sender,  it  will  be  t<»  all  intents  and  pnrpoai  - 
.1  copy  <>t  His  Ledger  Account  with  the  other  party,  and  the  account  will  be  in  Account  Current 
w ith  himself. 

In  the  above  niustration  the  aocounl  i>  rendered  by  \.  to  B.  from  L*i  poinl  oi  new. 
It  is  therefore  taken  from  A.'s  ledger,  and  beaded  "  I!,  in  account   with  A.'" 

If  the  account  were  to  he  rendered  by  A.  from  B.'s  point  of  view,  it  would  be  the  other 

wav  round,  and  would   he  headed  "  A.  in  account    with    B." 


§  7. — Average  Date. 

This  is  the  mean  date  upon  which  a  single  payment  can  he  made 
in  lieu  of  several  payments  on  various  dates. 

It  is  frequently  used  for  the  calculation  of  interest  on  partners' 
drawings,  and  on  the  realization  of  book  drl>ts.  and  in  other  similar 
instances. 

ILLUSTRATION 

A  partner  has  withdrawn  the  following  sums  of  money  during  the  halt-year  ending 
30th  June:— 

January     17   . .         . .         . .         . .         . .  160 

28 200 

February  18  . .         . .         . .         . .         . .  120 

.March  5 BO 

\|>ril  24 200 

M.i\  2 160 

June  30 100 

Interest  is  to  he  charged  at  5  per  cent,  per  annum.  Find  the  average  date, and  calculate 
the  interest. 

The  procedure  i-  a-  follows  : 

(1)  Multiply  each  amount   by  the  Dumber  representing  the  cumber  of  days  from 

the  commencement  of  the  period  under  review. 

(2)  Divide  the  total  of  these  calculations  by  the  total  of  the  drawingB. 

<:t)  The  result  will  give  the  number  of  days  from  the  commencement  oi  the  period, 

fixing  the    ■  Lverage  I  late." 
(»)  Calculate    the  interest  from  the   Lverage  hate  to  the  close  of  the  period  under 

review  . 

Note.  \-  fraotions  of  days  are  not  taken  into  consideration,  the  result  will  not  be 
absolutely  correct,  hut  allowance  for  this  can  vetv  easily  he  made. 
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Amount 

No.  of 

o 

Date. 

Days  from 

Product. 

Drawings. 

1st  Jan. 

£ 

s.    d. 

£       a. 

d. 

150 

0      0 

Jan.      17 

17 

2,550     0 

0 

200 

0      0 

28 

28 

5,600     0 

0 

120 

0     0 

Feb.     18 

49 

5,880     0 

0 

80 

0      0 

Mar.       5 

64 

5,120     0 

0 

200 

0      0 

April    24 

114 

22,800     0 

ii 

150 

0     0 

May       2 

122 

18,300     0 

0 

100 

0     0 

June     30 

181 

18,100     0 

0 

£1,000 

0     0 

£78,350     0 

0 

=  78  =  March  19 
Average  date 

Interest  at  5  per  cent,  from  March  19th  to  June  30th  =  £14  Is.  2d 

This  result  can  be  proved  by  calculating  the  interest  on  each  separate  drawing  thug 


Amount 

No.  of 

of 

Date. 

Davs  to 

Interest. 

Drawings. 

30th  June. 

£     s.    d. 

£     s.    d. 

150     0     0 

Jan.      17 

164 

3     7     5 

200     0     0 

28 

153 

4     3  10 

120     0     0 

Feb.     28 

132 

2     3     5 

80     0     0 

Mar.       5 

117 

15     7 

200     0     0 

April    24 

67 

1   16     8 

150     0     0 

May       2 

59 

14     3 

100     0     0 

June    30 

— 

— 

It  should  be  observed  that  there  are  several  methods  of  working-  Average  Date,  but 
that  given  is  one  of  the  simplest. 


§  8. — Joint  Consignment  Accounts. 

These  Accounts  follow  the  same  lines  as  Joint  Venture  Accounts, 
which  are  fully  discussed  in  the  Chapter  on  Partnership  Accounts.  It 
is  important  to  remember  that  if  no  separate  set  of  books  is  kept  for  the 
Joint  Account  such  an  account  will  be  made  up  from  material  supplied 
by  both  parties,  and  should  not  be  found  in  the  books  of  either  party, 
each  showing  in  his  books  only  those  transactions  which  he  has  entered 
into  on  behalf  of  the  Joint  Account. 

ILLUSTRATION- 

Silver  &  Co.  agree  to  ship  on  Joint  Consignment  Account  with  Gold  &  Co.  goods  costing 
£1,000.  Silver  &  Co.  supply  the  goods,  and  Gold  &  Co.  ship  to  the  Consignees,  Steel  &  Co., 
paying  Freight,  Insurance,  &c,  £42,  Packing  Charges  £15.  Gold  &  Co.  draw  on  the  Consignees 
at  three  months  to  the  extent  of  £750,  acceptance  being  made  on  behalf  of  Steel  &  Co.  by 
their  agents  in  London.  The  bill  was  discounted  at  5  per  cent,  and  the  proceeds  remitted 
to  Silver  &  Co.  These  transactions  may  be  dated  1st  July,  1907.  The  Account  Sales  was 
received  by  Gold  &  Co.  on  February  1st,  1908,  together  with  the  net  proceeds  £630,  who  then 
remit  to  Silver  &  Co.  the  amount  due  to  them  in  final  settlement.  Interest  is  to  be  charged 
at  5  per  cent,  per  annum  in  months  on  the  amounts  outstanding.  Prepare  Joint  Consignment 
Account,  dividing  the  balance  two-thirds  to  Silver  &  Co.,  and  one-third  to  Gold  &  Co.,  and 
show  the  accounts  in  the  hooks  of  both  parties. 
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Note  to  Illustration. 

It  should  be  observed  that  Gold  &  Co.  must  first  ascertain  the  share  of  profit  to  which 
they  are  entitled  from  the  Joint  Consignment  Account,  before  they  can  arrive  at  the  balance 
of  cash  to  remit  to  Silver  &  Co.     This  balance  is  shown  as  £469  17s.  5d. 

On  the  other  hand  Silver  &  Co.,  after  crediting'  the  remittance  of  the  above  amount,  will 
find  on  striking  a  balance  on  their  joint  account  with  Gold  &  Co.  that  there  is  a  profit  of 
£202  18s.  8d.,  which  on  reference  to  the  Joint  Consignment  Account  is  found  to  be  two-thirds 
of  the  profit,  the  exact  amount  to  which  they  are  entitled.  In  this  way  the  accounts  of  the 
parties  as  between  themselves  are  proved,  inasmuch  as  in  the  first  instance  the  profit  is 
inserted  before  the  final  amount  of  cash  is  arrived  at,  while  in  the  second  instance  cash  is 
inserted  before  the  final  figure  of  profit  is  arrived  at. 


§  9. — Accounts  with  Agents. 

In  many  cases  where  Agencies  are  situated  in  different  parts  of  the 
world  for  the  sale  of  a  firm's  goods,  it  is  not  convenient  to  treat  the  goods 
sent  out  to  such  Agents  as  Consignments,  and  often  even  in  cases  of 
Consignments  proper  it  is  not  desired  to  show  the  profit  or  loss  on  each 
shipment  In  such  cases  Consignment  Accounts,  as  illustrated  previously, 
are  not  used,  but  the  transactions  are  dealt  with  in  the  manner  now  to 
be  described. 

Memoranda  quantity  stock  accounts  will  be  kept  showing  the 
amount  of  goods  sent  to  the  Agent.  No  entry  will  be  made  otherwise 
than  by  way  of  memoranda  when  the  goods  are  sent  to  him,  except 
that  the  proper  nominal  Accounts  will  be  debited  with  any  expenses 
incurred.  When  the  Agent's  Return  is  received,"  Sales  Account  will  be 
credited  with  the  gross  figure,  and  the  Agent's  personal  account  debited. 
Any  expenses  he  may  have  incurred  will  be  credited  to  his  personal 
account,  and  debited  to  the  proper  expense  accounts.  The  Agent's 
personal  account  will  be  credited  with  moneys  remitted  by  him,  and 
the  balance  on  his  account  at  any  time  will  be  the  amount  due  by  him  for 
sales  effected.  In  this  way  the  Agent  will  not  be  debited  with  the  value 
of  any  stock  unsold,  as  this  will  be  regarded  as  stock  belonging  to  the  firm 
and  brought  into  their  Balance  Sheet  at  cost,  plus  expenses,  or  at  a  lower 
valuation  if  necessary. 

The  Agent  will  send  over  quantity  stock  accounts  at  periodical 
intervals,  which  will  be  agreed  with  the  similar  accounts  kept  at  the 
head  office,  any  differences  in  stock  being  adjusted. 
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BILLS   OF   EXCHANGE,    PROMISSORY    NOTES,   &c. 

§  1.— Definition   of    Bill   of    Exchange,    Promissory    Note,   and 
Negotiable  Instrument. 

(a)    Bill   of    Exchange. 

A  Bill  of  Exchange  is  an  unconditional  order  in  writing,  addressed 
by  one  person  to  another,  signed  by  the  person  giving  it,  requiring  the 
person  to  whom  it  is  addressed  to  pay  on  demand,  or  at  a  fixed  or  deter- 
minable future  time,  a  sum  certain  in  money  to,  or  to  the  order  of,  a 
specified  person  or  to  bearer. 

The  parties  to  a  bill  are  three — (1)  The  Drawer,  i.e.  the  party  who 
makes  out  the  bill  in  the  first  instance  and  signs  it ;  (2)  The  Drawee,  i.e. 
the  party  to  whom  the  bill  is  addressed  ;  and  (3)  The  Payee,  i.e.  the  party 
to  whom  the  bill  is  payable. 

When  the  Drawee  accepts  the  bill  he  signs  his  name  across  the  face 
of  it,  and  becomes  the  Acceptor.  Until  the  Drawee  becomes  the  Acceptor 
he  is  not  liable  on  the  bill.  When  the  bill  is  negotiated,  each  party  through 
whose  hands  it  passes  must  endorse  his  name  on  the  back  thereof,  and 
thereupon  becomes  an  Endorser,  unless  it  is  a  bill  to  bearer,  when  it  is 
negotiated  by  delivery  only. 

Note. — A  cheque  is  the  commonest  form  of  Bill  of  Exchange. 

(b)    Promissory  Note. 

A  Promissory  Note  is  an  unconditional  promise  in  writing  made  by 
one  person  to  another,  signed  by  the  maker,  engaging  to  pay  on  demand, 
or  at  a  fixed  or  determinable  future  time,  a  sum  certain  in  money  to,  or 
to  the  order  of,  a  specified  person  or  to  bearer. 
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The  parties  to  a  Promissory  Note  are  two:    (1)  The  Promt 
the  party  who  makes  the  promise  and  signs  the  note;  and  C2)  The  Promisee, 

the  party  to  whom  the  promise  is  made.  There  may  be  a  single 
Promissor,  or  there  may  be  two  or  more  Promissors.  In  the  latter  c 
the  liability  may  be  either  joint  or  joint  <n,<l  s<  veral.  If  joint,  any  judg- 
ment without  satisfaction  against  one  of  the  makers  of  the  uote  is  a  bar 
to  proceedings  against  the  other  joint  maker  or  makers.  This  is  not  the 
ease  if  the  note  is  joint  and  several. 

When  a  note  payable  to  order  is  negotiated,  each  party  through 
whose  hands  it  passes  must  endorse  his  name  on  the  back  thereof,  and 
thereupon  becomes  an  Endorser. 

Note.— A  Bank  <>f  England  Note  is  tin-  commonest   form  ol   Promissory  Note. 

(C)    Negotiable    Instruments. 

Negotiable  Instruments  are  documents  representing  value  in  money 
the  property  in  which  passes  by  mere  delivery,  or  endorsement  and 
delivery,  such  as  Promissory  Notes,  Bills  of  Exchange,  &c. 

As  a  general  rule  a  party  cannot  give  a  better  title  to  property 
than  he  possesses  himself,  but  in  the  case  of  negotiable  instrument-, 
provided  the  holder  receives  them  in  good  faith,  for  valuable  consideration 
and  without  notice  of  any  defect  in  the  title,  his  title  will  be  good,  not- 
withstanding any  defect  in  that  of  any  prior  holder. 

ILLUSTRATION 

A  Bank  Note  is  a  negotiable  instrument.  Assume  1'..  receives  a  Bank  Note  in  payment 
[or  goods  from  <'..  and  pays  the  same  into  lii-  Bank.  I'.,  subsequently  discovers  thai  C.  had 
stolen  th.'  Bank  Note  from  A..  \n1h>  had  notified  tin-  Bank  of  England  of  his  loss.  \.  will  not 
be  able  to  recovor  from  I'...  since  tin-  Inter  received  the  note  in  good  faith  and  for  raluabl< 
consideration,  ami  consequently  holds  a  good  title  thereto. 

\  Postal  Order  is  not  a  negotiable  instrument,  since  all  orders  are  issued  by  tie   Post 

Office  marked  "Not  negotiable."      Consequently  amnnning  the  above  case  to  hav wurred 

in  connection  with  a  Postal  <  frder,  A.  can  recover  from  B.  ili<-  holder,  as  B  'a  title  is  defective. 

(d)   Days   of   Grace. 

Three   days   are   allowed    for   the   payment    of  all    Bills  of    Exch 
and  Promissory    Note-,  except   those   payable  at   sight   or  on  demand. 
consequently  in  calculating  the  due  date  allowance  must  be  made  for  the 
three  days  of  grace. 

i: 
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0       0       6 


0       0       6 


§  2. — Stamp  Duties  on  Bills  of  Exchange  and  Promissory  Notes. 

Bill  of  Exchange  payable  on  demand,  at    sight,  on    pre-     £    s.    d. 
sentation,  or  within  three  days  after  date  or  sight  .  .  ..001 

(This  stamp  may  be  adhesive) 

Bill  of  Exchange  drawn  and  expressed  to  be  payable  out 
of  the  United  Kingdom,  when  actually  paid  or  endorsed  or 
in  any  manner  negotiated  in  the  United  Kingdom  : — 

Where  amount  exceeds  £50  and  does  not  exceed  £100 
Where  amount  exceeds  £100,  for  every  £100  or  fractional 
part  of  £100  

Bill  of  Exchange  of  any  kind  whatsoever,  and  Promissory 
Note  of  any  kind  whatsoever  (except  a  Bank  Note),  drawn  and 
expressed  to  be  payable,  or  actually  paid  or  endorsed,  or  in 
any  manner  negotiated,  in  the  United  Kingdom  (except  as 
above) — 

Where  amount  or  value  of  money  for  which  bill  or  note 

drawn  or  made  does  not  exceed  £5 

Exceeds   £5  and  does  not  exceed  £10 

„       £10         „  „         „  £25 

£25         „  „         „  £50 

„       £50         „  „         „  £75 

„       £75         „  „         „        £100 

Exceeding  £100,  for  every  £100  and  fraction  of  £100 


0 

0 

1 

0 

0 

2 

0 

0 

3 

0 

0 

6 

0 

0 

9 

0 

1 

0 

0 

1 

0 

£100 


§  3. — Specimen  Forms  of   Bills  and  Promissory  Notes. 

The  f olio wi rig  are  specimen  forms  of  Bills  of  Exchange  : — 

I. 

London,  1st  February,  1908. 

Three  months  gjte$l}&te  pay  to  my  order  the  sum  of 
One  hundred  pounds  J$£ei|i|jg  for  value  received. 

To  Messrs.  Black  ^|c|,^I  F.  Smith. 

Glasgow. 

In  this  case  the  drawer  and  the  payee  are  one  and  the  same  person, 
viz.  F.  Smith.  Black  &  Co.  are  the  drawees,  and  on  accepting  the  bill 
they  become  the  acceptors. 


£436 
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IT. 

London,  1st  February,  1908. 

Three  months  aftgr  §ate  pay  to  P.  Blackmore  or  order 
the  sum  of  Four  hurgjlre^  and  thirty-six  pounds  for  value 
received. 


To  Messrs.  A.  White  &  Co.. 
London. 


15.   Williams. 


In  this  case  the  drawer  and  payee  are  not  the  same  persons. 

III. 

£1,000  London,  1st  February.  1908. 

On  demand  pay  to  A.  Wilkins  or  order  the  sum  of  One 
Stamp         thousand  pounds  for  value  received. 

LI. 

To  Messrs.  A.  Black  &  Co., 
York. 


A.     RoBLRTS. 


In  this  case  the  stamp  is  only  Id.,  as  the  bill  is  on  demand.     Th 
drawer  and  the  payee  are  again  distinct  parties. 


£5,000 


IV. 

Calcutta.   1st   February.   1908. 
Three    months   afte£  .sight    pay   this    first    of   exchange 

pq  t> 

(second  and  third  of  j^e*.  tenor  and  date   unpaid)   to   the 

order  of  Mr.  John  Jorg§  me  sum  of  Five  thousand  pounds 

»  o  o 
for  value  received.        »     J3 

To  Messrs.  F.  Wilkinson^  Co.,  R.  Phillips  &  Co. 

London.  p< 

This  is  a  form  of  foreign  bill  drawn  in  Calcutta  payable  in  this  country. 
and  consequently  the  stamp  duty  is  the  ordinary  Is.  per  cent.  Foreign 
bills  arc  often  drawn  in  duplicate  or  in  a  set,  each  part  of  the  set  being 
numbered,  and  referring  to  the  other  parts.  The  first  bill  coming  to 
hand  will  be  presented  for  acceptance,  and  the  others  destroyed  as  and 
when  received. 

B2 
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Fr.  50,000 


^1     .^Bombay,  1st  February,  1908. 

Two  months  aftei£  sights' gay  this  our  second  of  exchange 
(first  and  third  of  eve§i£$$r$i\  and  date  unpaid)  to  the  order 
of  Mr.  F.  Brown  the  stftr§of  Jifty  thousand  francs  for  value 
received. 


To  M.  A.  Sabatier, 
Paris. 


F.  Wall  &  Co. 


This  is  an  illustration  of  a  bill  which  is  drawn  abroad  and  payable 
abroad,  but  is  assumed  to  have  been  negotiated  in  this  country.  Thus 
the  stamp  duty  is  at  the  rate  of  6d,  per  cent. 


The  following  are  some  forms  of  Promissory  Notes  : 


£50 


London,  1st  February,  1908. 
Three  months  after  date  I  promise  to  pay  A.  White  &  Co. 
or  order  the  sum  of  Fifty  pounds  for  value  received. 

John  Lake. 


It  will  be  observed  that  there  are  only  two  parties  to  a  Promissory 
Note — the  promissor  and  the  payee.     The  stamp  duty  is  ad  valorem. 


£1,000 


Stamp 
10s. 


II. 

London,  1st  February,  1908. 
On  demand  we  promise  to  pay  to  Messrs.  F.  White  &  Co. 
the  sum  of  One  thousand  pounds  for  value  received. 

C.  D. 
E.  F. 

This  is  an  instance  of  a  Joint  Promissory  Note.  If  the  note  had  been 
wroded  "  I  promise  to  pay,"  and  had  been  signed  by  both  parties  as 
above,  the  note  would  have  been  Joint  and  Several.  It  will  be  observed 
that  all  Promissory  Notes,  whether  on  demand  or  otherwise,  bear  an 
ad  valorem  stamp  duty  in  distinction  to  Bills  of  Exchange. 
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£530 


Stamp 

(Is. 


III. 

London,  1st  February,  L908. 

Three  months  after  date  we  jointly  and  severally  promise 

to  pay  to  the  order  of  .Messrs.   P.   Wilkins  &  Co.  the  sum  of 

Five  hundred  and  thirty  pounds  for  value  received. 

P.  T. 
W.   X. 

Y.  Z. 
This  is  an  instance  of  a  Joint  and  Several  Promissory  NoU  where  the 
parties  are  jointly  and  severally  liable,  and,  in  the  event  of  any  one  of 
the  parties  not  contributing  his  proportion,  the  holder  will  have  a  right 
of  recovery  for  the  full  amount  of  the  note  against  any  one  of  the  Pro- 
missors,  who  in  his  turn  will  have  a  right  of  recovery  from  the 
remaining  Promissors  of  their  respective  contributions. 


§  4.-Forms   of    Bill    Books. 

a     Bills    Receivable    Hook. 

The  forms  of  l>ili  Books  vary  considerably  in  practice  according  to 
the  circumstances  of  the  business  and  the  class  of  bills  dealt  with.  The 
essential  point  is  that  the  Bill  Book  should  record  a  concise  history  of 
each  bill. 

The  following  is  a  convenient  form  of  Bills  Receivable  Book  which 
can  he  adapted  to  the  majority  of  cases:  — 

ILLUSTRATION- 
BILLS     RECEIVABLE     BOOK. 


Kill. 


received. 


From 

wham 

received. 


Dale 
Payable.       BQ1. 


Date  due, 
including 


Folii 


ilsll 

Tc  mi.      ''""'"""^         in  rj 


Amount  Boa 

of  ; 

BUI. 


to     III  list  lil'c 

The  Cash  Discount  Payable  column  provided  in  t  li« •  above  form  will  be  utilised  in 
win  iv  .ash  discount  is  allowed  on  receipt  "t  an  acceptance  in  the  same  waj  aa  ii  payment  had 
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been  made  in  cash.  The  detail  of  each  money  column  will  be  posted  to  the  credit  of  the 
Personal  Account,  the  totals  going  to  the  debit  of  Discount  Payable  Account  and  Bills  Receivable 
Account  respectively. 

The  discount  column  is  not  always  used  in  practice,  but  it  will  be  found  particularly 
useful  for  the  purpose  of  adjusting  the  discount  when  the  posting  is  made. 

(b)   Bills  Payable  Book. 

The  following  is  a  convenient  form  of  Bills  Payable  Book: — 

ILLUSTRATION- 
BILLS     PAYABLE     BOOK. 


tfo.  of 
Bill. 


Date 
given. 


To  whom 
given. 


Payee. 


Where 
Payable. 


Date  due, 

including 

Days  of 

Grace. 


Ledger. 


tv  »     Amount 

Discount  |        Qj 

Bill.  of. 


Bote  to  Illustration. 

The  Cash  Discount  Receivable  column  provided  in  the  above  form  will  be  utilised  in  cases 
where  cash  discount  is  received  on  the  giving  of  an  acceptance,  in  the  same  way  as  if  payment 
had  been  made  in  cash.  The  detail  of  each  money  column  will  be  posted  to  the  debit  of  the 
Personal  Account,  the  totals  going  to  the  credit  of  Discount  Receivable  Account  and  Bills 
Payable  Account  respectively. 

The  discount  column  is  not  always  used  in  practice,  but  it  will  be  found  particularly 
useful  for  the  purpose  of  adjusting  the  discount  when  the  posting  is  made. 


(c)   Bills  Receivable  and  Payable  Ledgers. 

These  books  are  ruled  in  a  similar  way  to  ordinary  Bill  Books,  but 
are  provided  with  additional  money  columns  to  show  the  disposal  of  the 
bills. 

They  may  be  made  to  form  part  of  the  Double  Entry,  in  which  case 
it  will  not  be  necessary  to  have  Ledger  Accounts  for  Bills  Receivable 
and  Payable. 

The  great  advantage  of  utilising  this  form  of  book  is  that  a  complete 
history  of  each  bill  is  recorded  in  a  manner  capable  of  arithmetical  proof. 
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(d)  Bill   Diary. 

Where  bill  transactions  are  numerous,  it  is  very  advisable  that  all 
bills,  whether  receivable  or  payable,  should  be  entered  up  in  special 
Bill  Diaries,  so  that  the  amounts  due  to  be  received  or  paid  on  any  given 
day  can  be  readily  ascertained. 

The  Diary  will  be  ruled  to  meet  the  requirements  of  each  case, 
separate  space  being  allotted  for  each  day  in  the  year.  The  Bills  are 
entered  under  the  date  on  which  they  fall  due,  allowance  being  made  for 
the  three  days  of  grace. 


§  5. — Accommodation  Bills. 

An  Accommodation  Bill  is  one  to  which  a  person  has  put  his  name, 
whether  as  a  drawer,  acceptor  or  endorser,  without  valuable  consideration, 
for  the  purpose  of  accommodating  some  other  party  who  desires  to 
raise  money  by  negotiating  it. 

There  are  three  common  methods  of  raising  money  on  Accommo- 
dation Bills,  which  are  as  follows  : — 

(1)  Where  one  party  to  convenience  another  accepts  a  bill 
without  valuable  consideration,  to  enable  the  drawer  to  discount 
the  bill  and  thus  raise  money,  the  drawer  repaying  the  acceptor 
when  the  bill  becomes  due. 

ILLUSTRATION- 

For  B.'s  convenience  A.  accepted  a  bill  on  1st  January,  1907,  for  £100  at  three  months. 

B.  discounted  the  bill  forthwith,  and  paid  the  proceeds,  viz.,  £95,  into  his  Bank.  (Note. — 
The  person  who  discounted  the  bill  charged  £5  for  so  doing.) 

On  the  bill  falling  due  A.  met  it  and  notified  B.,  who  had  arranged  to  reimburse  A.  on 
(he  due  date.  ]'>..  however,  was  unable  to  do  this,  but  arranged  to  give  A.  immediately  a 
cheque  for  £5<>.  and  a  bill  at  one  month  for  the  balance.     This  bill  was  duly  met  at  maturity. 

Show  the  entries  as  they  would  appear  in  the  books  of  both  A.  and  B.,  and  state  at  what 
date  the  bills  fell  due. 
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A.'S     BOOKS. 


Dr. 


B.'S     ACCOUNT. 


i 


1907. 
Jan.    1 

To  Bills  Payable 

£ 
100     0     0 

1907. 
April  4 



,,    Bills  Receivable  . . 

M     0     <» 

: 

£100     0     0 

ilii 

Dr. 
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1907. 

April  1 


I 
100     0     0 


1907. 
Jan.    i 


By  B. 


£      8.  d. 

l 


Dr. 


CASH      lidiiK. 


Or. 


1907. 

April  4 
May    7 

To   R 

„  Bills  Receivable    . . 

£    B.    (1. 

:.d    o    o 
I n 

1907. 

April  I 

By  Billa  Payable 

£       B.    .1 
100     0     0 

£1 

£100     0     0 

Dr. 
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1907. 

April  4  To  B. 


£      s.  d.  1907. 

:.ii    00  M  iy   : 


£      s.   .1. 

;,n     n     ii 


B.'S     BOOKS 


Dr. 


A.s      ACCOUNT. 


1907. 

April  1 

To  Oaab 
..    Bills  Payable 

50    ii     ii 
0     0 

1907. 

Jan.   l 

By  r.iiu  Reo  Ivable  .. 

£ 
101 

£100     0    0 

1     £100     0     0 



Dr. 


BILLS     RECEIVABLE     ACCOUNT. 


1907. 

Jan.  i 

To  A 

100     ii     ii 

ifa           

-     unt 

95     0     0 
5     0     0 

£100     0     0 

£100     0     0 
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Or. 


1007. 
Jan.    1 

To  Bills  Receivable 

£    s.    d. 
95     0     0 

1907. 
April  4 

May   7 

By  A 

„    Bills  Payable 

£    s.    d. 
50     0     0 
50     0     0 

Dr. 

DISCOUNT     ACCOUNT. 

Or. 

1907. 
Jan.    1 

To  Bills  Receivable    .. 

£     s.   d. 

5     0     0 

Dr. 

BILLS     PAYABLE     ACCOUNT. 

Or. 

1007. 
May  7 

To  Cash            

£     s.    d. 
50     0     0 

1 
1907. 
April  4         By  A.    . .         . .         . .         . . 

£    s.    d. 
50     0     0 

i 

1 

Note. — The  first  bill   fell  due  on  the  4th  April,  1907,  and  the  second  on  the  7th  May, 
1907.     The  three  days  of  grace  allowed  should  be  noted. 


(2)  Where  one  person  draws  a  bill  on  another  party  who  accepts 
the  same  without  valuable  consideration.  The  bill  is  discounted  by 
the  drawer,  who  remits  immediately  half  the  proceeds  to  the  acceptor, 
remitting  the  remaining  half  when  the  bill  becomes  due,  each  party 
sharing  in  the  expenses  of  discount. 

ILLUSTRATION  - 

For  the  mutual  convenience  of  A.  and  B.,  A.  draws  a  bill  on  B.  for  £100  at  three  months 
on  1st  January,  1907.  B.  accepts  the  bill  and  returns  it  to  A.,  who  discounts  the  same  with 
his  bankers  at  6  per  cent.,  the  arrangement  being  that  A.  and  B.  shall  share  the  proceeds  equally. 

On  the  bill  falling  due  A.  remits  his  proportion,  and  the  bill  is  met  in  due  course  by  B. 
Show  the  entries  as  they  would  appear  iu  the  books  of  both  A.  and  B. 


A.'S     BOOKS. 

Dr. 

B.'S     ACCOUNT. 

Cr. 

1907. 
Jan.   8 

April  3 

To  Cash            

„    Discount     . . 

„    Cash            

£    s.    d. 

49  5     0 
0   15     0 

50  0     0 

1907. 
Jan.    1 

By  Bills  Receivable 

£      s.    d. 
100     0     0 

£100     0     0 

£100     0     0 

Dr. 

BILLS     RECEIVABLE     ACCOUNT. 

Or. 

1907. 
Jan.    1 

To  B 

£      s.    d. 
100     0     0 

1907. 
Jan.   3 

By  Cash 

£      s.    d. 
100     0     0 

Dr. 
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cash     BOOK. 


1907.      ! 

To    Btilfl   Receivable 
April :!  ,,    Balance 


£     s.  d. 

101 

11   LS     0 


£100   I.',     ii 


April  3 


April  i 


„    B.    . . 
„     I'.. 


7.") 


c 

a. 

•1 

1 

Ill 

'I 

i  ' 

. 

II 

II 

1 

100 

1J 

0 

Dr. 


1907. 
Jan.   :» 


To  Oaan 


DISCOUNT     ACCOUNT. 


£    s.  (1.  1007. 

l  io    o         Jan.  3 


!;>•   B. 


Or. 


B.'S     BOOKS. 

Dr. 

A.'S     ACCOUNT. 

Or. 

1907. 

Jan.    1 

To  Bills  Payable 

£      s.    (1. 
100     0     0 

1907. 
Jan.    4 

April  i 

Bj   I  tab 
,,     Discount 

£100     0     0 

£100 

Jh. 


1007. 
April  4 


[JILLS      PAVAI'.LK      ACCi.l'NT. 


£      s.   d. 
100     ii     0 


1907. 
Jan.    t         By  A. 


inn     ii    ii 


Dr. 


CASH      I'.OOK. 


1907. 

Van.   i        To  a. 

April  4 


,1.  l'.mT. 

•    ii         April  I         By  Bills  PayaW 
50     ii     '• 

ii    I 

£100     ii     ii 


April  6           By 

Dr. 

DISCOUNT 

1907. 
Jan.   4 

To  A 

- 
.... 

Sole  t<>    I II  n<i  ration. 

When  ii  i-  stated  thai  a  bill  is  discounted  a1  .1  on  rtair  •  •  at.,  the  addition  <•(  the 

words  "  per  annum  "  is  usually  implied,  ami  the  oaloulation  <>i  the  disoounl  should 
on  the  term  «>f  the  bill. 
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(3)  Where  two  parties  each  draw  a  bill  of  equal  amount  on 
the  other,  and  discount  the  other's  bill,  meeting  their  own  bills  when 
they  fall  due,  and  paying  the  expenses  of  discounting  each  other's  bill. 

1LLUSTRATION- 

On  1st  January,  1907,  A.  draws  a  bill  on  B.  at  four  months  for  £500,  and  B.  draws  on  A. 
for  a  similar  amount  and  term.  Both  bills  are  aeeepted  and  discounted  respectively  at  5  per 
cent.  At  maturity  A.  meets  his  own  acceptance,  but  B.'s  acceptance  is  dishonoured,  with 
the  result  that  A.,  the  drawer,  is  called  upon  to  take  it  up.  The  Bank  charges  expenses  on 
the  dishonoured  bill  6s.  8d.  B.  then  accepts  a  new  bill  at  three  months  for  the  amount  due 
by  him,  plus  interest  at  5  per  cent,  per  annum,  which  is  duly  met  at  maturity. 

Show  the  entries  in  the  books  of  both  parties. 


A.'S     BOOKS. 


Dr. 


B.'S     ACCOUNT. 


Gr. 


1907. 
Jan.    1 
May   i 

To  Bills  Payable 
„    Cash :      Bill    dishonoured 

and  expenses    . . 
„    Interest 

£      s.   d. 

.Mill      0      0 

500      G      8 
6     5      1 

1907. 
Jan.    1 

May  4 

By  Bills  Receivable   . . 

£      s.    d. 
500     0     0 
506  11     9 

£1,006  11      9 

£1,006  11     9 

Dr. 


BILLS     RECEIVABLE     ACCOUNT. 


Gr. 


1907. 
Jan.    1  To  B. 

May  4  „      „ 


1907. 
Jan.  1 
Aug.  7 


£  s.  d. 
500  0  0 
506  11     9 


£1,006  11     9 


1907. 
Jan.  1 
Aug.  7 


By  Cash 


To  Bills  Receivable 


£  s.  d. 
500  0  0 
500  11     9 


1907. 
I  Jan.  1 
|     May  4 


£ 
500 
506 

s. 
0 
11 

d. 
0 
9 

£1,006 

11 

9 

Dr. 

BILLS     PAYABLE     ACCOUNT. 

Cr. 

1907. 
May  4 

To  Cash            

£      s.   d. 
500     ii     ii 

1907.      ' 
Jan.   1          By  B 

£      s.   d. 
500     0     0 

Dr. 

CASH     BOOK. 

Gr. 

By   Discount     . . 
„    Bills  Payable 
,,    B.    Bill    dishonoured    and 
expenses 


Dr. 


DISCOUNT     AND     INTEREST     ACCOUNT. 


Gr. 


1907. 

Jan.   1 


1907. 
May  4  By  1'.. 


£    s.   d. 
6     5     1 


BILLS   OF    EXCHANGE,    PROMISSORY    NOTES,    ETC. 
B.*8     Books. 


77 


Dr. 

A.'S     ACCOUNT 

' 

1907. 
Tan.   i 

May    4 

1 
To  r.ills  Payable 

£      s.    .1. 
500     0     <> 
506   H     9 

1907 
Jan.    i 

May    I 

By  Kill-  Receivable   . . 
..    Bnia  Payable 

..     ii 

£1,1 1!  Hi     11         '1 

■ 

Dr. 

BILLS     PAYABLE     A.CCOUNT. 

Or. 

1907. 
May    4 
Aug.  r 

£      s.    d. 
To  A.     Bill  ni-t  by  him        ..           500    0    n 

.     i  ,sl.            500  11     9 

1907. 
Jan.   i 

B      \ 

,i     0 

!  1       'J 

£1,006  11     9 

7>r. 

BILLS     RECEIVABLE     ACCOUNT. 

(  V. 

Jan.   i 

To   \ 

£        8.     (1. 

:,ii(i     ii     ii 

1907. 
Jan.    i 

fa            

£      - 
I J 

/>/•. 

MISCOUNT,     [NTEREST     AND     EXPENSES     ACCOUNT. 

(  Y. 

1907. 
Jan.    i 

May    4 

To  Cash           8    6    8 

.,    A 6  11     9 

Dr. 

1   LSH 

BOOK. 

Or. 

1907. 
Jan.   i 

£      p.    (1. 

To  lulls  Receivable      ..     ..          : 

1907.      1 
Jan.    i         By  Dlaconnl 
\n  |   7          ..    Bills  Payable 

-   .i. 
1 1    y 

§  ({.—Dishonoured   Bills,  Retired   Bills,  Short  Bills,  &c. 

B     Dishonoured    Bills. 

Where  a  bill  is  qo1   mel  at  maturity  by  the  acceptor,  it   is  termed 
-* dishonoured,"  and  the  entry  in  the  books  of  the  drawer  will  then  be 

to  credit  the  Rills  Receivable  Account  and  debit  the  Acceptor. 

If  the  bill  lias  been  discounted   by  the  drawer  in  the  meanwhile, 
and  is  dishonoured  at  maturity,  the  drawer  will  debit  the  acceptor  and 

credit     cash,    if     he    has     discounted     with     hi>    Rank,    or    otherwise    the 
persona1  account  of  the  party  with  whom  he  discounted  the  hill. 
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Any  expenses  incurred  in  noting  or  protesting  the  bill  are  chargeable 
against  the  acceptor.  The  expenses  of  discounting  the  bill,  however, 
cannot  be  charged  against  the  acceptor.  The  acceptor's  account  in  the 
drawer's  books  will  be  debited  with  any  cash  discount  which  may  have 
been  credited  to  his  account  on  giving  the  bill,  as  the  condition  of  allowing 
such  discount  was  that  the  bill  should  be  honoured  at  maturity.  This 
discount  must  not  be  confused  with  the  expenses  of  discounting  the  bill 
itself. 

Where  a  bill  in  the  hands  of  a  holder  in  due  course  is  dishonoured, 
he  will  debit  the  account  of  the  person  from  whom  he  received  it,  and 
credit  Bills  Receivable  Account. 


(b)  Retired  Bills. 

It  occasionally  happens  that  a  person  accepts  a  bill,  and  subsequently 
discovers  that  it  will  be  inconvenient  or  impossible  for  him  to  meet  such 
bill  at  maturity,  and  consequently  he  approaches  the  drawer  of  the  bill, 
and  endeavours  to  make  arrangements  for  the  withdrawal  of  the  original 
bill  and  the  substitution  of  another  in  its  place,  thus  giving  himself 
additional  time  wherewith  to  find  the  money  required.  In  such  cases 
interest  is  usually  charged  by  the  drawer  for  the  convenience  afforded. 

(c)  Short  Bills. 

This  is  a  term  given  to  bills  which  have  been  paid  into  the  Bank 
for  collection  to  await  maturity.  They  must  not  be  confused  with 
discounted  bills,  and  no  entry  will  be  made  in  the  books  whatever,  except 
by  way  of  memoranda.  It  frequently  happens,  however,  that  for  the 
sake  of  convenience  in  the  book-keeping,  separate  bill  accounts  are  kept 
for  the  various  collecting  Banks,  which  are  debited  with  all  bills  paid  in 
for  collection,  the  accounts  being  credited  when  the  bills  are  met  or 
dishonoured.  It  should  be  remembered,  however,  that  the  Banks  are 
not  debtors  for  these  bills,  but  only  hold  them  for  safe  custody. 

Under  no  circumstances  should  a  short  bill  paid  into  a  Bank  for 
collection  be  entered  in  the  Cash  Book  unless  there  is  a  special  bill  column. 
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(d)  Discounted   Bills. 

The  process  of  discounting  a  bill  Lb  to  all  intent-  and  purposes  equi- 
valent to  the  sale  of  a  bill  for  its  present  worth,  subject  to  its  being  met 
at  maturity,  the  use  of  the  money  being  thus  obtained  before  the  due  d 

The  consideration  for  so  obtaining  the  money  in  advance  is  termed 
"discount,"  and  is  based,  in  the  ease  of  good  bills,  upon  the  rates  ruling 
at  the  date  of  discounting.  This  discount  has  no  connection  with  cash 
discount  or  trade  discount,  and  must  not  be  confused  therewith,  and 
is  more  in  the  nature  of  interest. 

The  entries  in  the  books  will  be  to  debit  Cash  and  Discount  and 
credit  Bills  Receivable  Account.  In  many  cases  the  Banks  will  credit 
their  customers  with  the  face  value  of  the  bill,  and  charge  the  discount 
per  contra.  In  such  an  event  the  bill  will  be  entered  in  the  Cash  Book  at 
its  full  amount,  and  the  discount  will  be  shown  as  a  payment  on  t  he  credit 
side,  and  posted  to  the  Discount  Account. 

(e)  Contingent  Liability  on   Bills  Discounted. 

There  remains  a  contingent  liability  on  discounted  lulls  until  the 
same  mature  and  are  met,  and  it  is  wise  to  make  a  note  on  the  face  of 
the  Balance  Sheet  to  this  effect,  stating  the  amount  thereof.  In  practice, 
however,  such  a  note  is  rarely  made  unless  the  patty  has  some  reason 
to  expect  one  or  more  of  the  bills  to  be  dishonoured,  and  in  such  . 
reserve  should  be  made  to  cover  possible  Loss. 


80  BOOK-KEEPING   AND    ACCOUNTS. 


CHAPTER  VIT. 


PARTNERSHIP  ACCOUNTS. 

§  1. — Partnership  Deeds  and  their  Relation  to  the  Accounts. 

2. — The    usual    Adjustments    necessary    in   Partnership   Ac- 
counts. 

(a)  Interest  on  Capital. 

(b)  Interest  on  Drawings. 

(c)  Partners'  Salaries. 

3. — Partners'  Fixed  Capital  Accounts,  Current  Accounts,  and 
Loan  Accounts. 

(a)  Partners'  Fixed  Capital  and  Current  Accounts. 

(b)  Partners'  Loan  Accounts. 

4. — The  Adjustment   of  Partnership  Accounts  under  Single 
Entry. 

5. — Goodwill  in  Partnership  Accounts. 

(a)  Definition  of  Goodwill. 

(b)  Methods  of  treating  Goodwill  in  the  case  of  an  Incoming 

Partner. 

(c)  Goodwill  affecting  Outgoing  Partners. 

(d)  Life  Assurance  Policies  to  provide  for  part  payment  of 

Goodwill. 

(e)  Goodwill  on  the  Sale  of  a  Partnership  Business  to  a 

Company. 

(/)    Treatment  of  the  Goodwill  Account  in  the  books  of  a 
Partnership. 
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6. — Outgoing  Partners. 

(a)  Repayment   of    Outgoing    Partner's    Capital,    &c.     by 

Instalments. 

(b)  Repayment  of  Outgoing  Partner's  share  of  Capital,  • 

with  Interest  from  date  of  realisation  of  -V 

(c)  Repayment  of  Outgoing  Partner's  Capital,  &c,  by  way 

of  an  Annuity. 

7. — Sleeping,  Quasi  and  Limited  Partners. 

8. — Dissolution  of  Partnerships. 

(a)  The  application  of  section  44  of  the   Partnership  Act, 

1890. 

(b)  Formula  for  closing  the  Partnership  books  <>n    Disso- 
lution. 

(1)  Where  there  is  a  profit  on  the  realisation  of 

the  assets. 

(2)  Where  liabilities  are  paid  in  full,  but  there  is 

a  loss  on  the  realisation  of  the  assets. 

(3)  Where  there  is  a  loss  on  the  realisation  of  the 
assets,  placing  one  partner's  capital  account 
in  debit  temporarily,  obliging  him  to  bring  in 
cash  to  that  extent. 

(4)  Where  there  is  a  Loss  on  the  realisation  of  the 

gets,  pla  partner's  capital  account 

permanently  in  debit,  he  being  insolvent,  and 
the   rule   in  Oarner  v.  Murray  being   applied. 

(5)  The  conversion  of  a  private  firm  into  a  Limited 

company. 
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9. — Joint  Venture  Accounts. 

(a)  Where  a  separate  set  of  books  is  opened  for  the  trans- 

actions of  the  Joint  Venture  and  a  Joint  Banking 
Account  utilised. 

(b)  Where  no  separate  set  of  books  is  opened  for  the  trans- 

actions of  the  Joint  Venture,  but  each  party  records 
the  transactions  he  enters  into  on  behalf  of  the  Joint 
Venture  in  his  own  books,  and  no  Joint  Banking 
Account  is  opened. 

10. — Miscellaneous  Problems  in  Partnership  Accounts. 

(a)  Proportion  of  one  Partner's  share  borne  personally  by 
another. 

(h)    Readjustment    of    Partneis'    shares    over  a   period    of 
years. 

(c)  Adjustment  in  accounts  where  Interest  on  Capital  has 

been  omitted. 

(d)  Share  of  one  Partner  guaranteed  at  a  fixed  minimum. 
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CHAPTER   VII. 


PARTNERSHIP     ACCOUNTS. 

§  1.  -Partnership    Deeds,  and    their   relation   to   the   Accounts. 

Partnership,  as  defined  by  the  Partnership  Act,  L890,  is  the  relation 
which  subsists  between  persons  carrying  on  business  in  common  with  a 
view  of  profit. 

The  essence  of  partnership  is  "  mutual  agreement."  and  partnerships 
at  will  can,  and  of  ten  do,  exist  without  there  being  any  written  agreement 
or  deed.  As  a  rule,  however,  partnership  deeds  are  drawn  up,  clearly 
setting  out  the  facts  of  the  agreement  between  the  partners,  and  con- 
taining provisions  for  the  avoidance  of  disputes,  and  to  facilitate  settle- 
ments in  the  event  of  deat  h  or  dissolution.  Notwithstanding  t  he  existence 
of  a  deed,  the  provisions  thereof  can  be  varied  <>r  overruled  by  mutual 
agreement  between  the  partners. 

It  is  only  in  cases  where  insufficient  provision  is  made  in  the  deed. 
or  there  is  an  absence  of  mutual  agreement, thai  it  is  necessary  i<>  apply 
the  Partnership  Act,  1890,  and  the  decisions  thereunder,  to  settle  points 

at    issue. 

Owing   to   the  conflicting    legal  decisions  on    the  interpretation  of 
the   Partnership   Act,    L890,  in  connection    with    questions   of    account, 
it  is  most  advisable  that  every  deed  should  specify  the   precise  way  in 
Which  such  matters  are  to  he  dealt   with, 
(a)  Clauses  relating  to  Accounts  in   Partnership  Deeds. 

The  general  provisions  affecting  questions  of  account  that  should  be 
contained  in  all  deeds,  apart  from  any  special  circumstances,  are  as 
follows  : — 

(1)  As  to  capital,  and  whether  each  partner  should  contribute 
a  fixed  amount  or  otherwise. 

f2 
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(2)  As  to  the  division  of  profits  and  losses  between  the  partners, 

including  capital  profits  and  losses. 

(3)  Whether  the  capitals  are  to  be  fixed,  drawings  and  profits 

being  adjusted  in  current  accounts,  or  whether  the  same 
are  to  be  adjusted  in  the  capital  accounts. 

(4)  Whether  interest  on  capital  or  drawings  or  both  should  be 

charged,  and  the  rate  thereof. 

(5)  Whether  current  accounts  (if  any)  are  to  bear  interest,  and 

the  rate  thereof. 

(6)  Whether  the  drawings  in  advance  of  profits  are  to  be  limited. 

(7)  As  to  partners'  salaries  (if  any). 

(8)  That  proper  accounts  shall  be  drawn  out  at  least  once  a 

year  (all  assets  of  a  fluctuating  nature  being  brought  in  at 
a  valuation),  and  that  the  same  shall  be  audited  by  a 
professional  accountant,  and  signed  by  all  the  partners. 

(9)  That  such  accounts  shall  be  binding  on  the  partners,  but 

can  be  reopened  in  the  case  of  manifest  error  within 
a  specified  period. 

(10)  That  the  method    of    determining  the  amount  of  goodwill 

in  the  event  of  the  retirement"  or  death  of  any  one  of 
the  partners  shall  be  fixed. 

(11)  That  in  the  event  ot   the  death  of  a  partner  the  method  of 

determining  his  capital  shall  be  stated,  whether  he  is  to 
be  entitled  to  his  capital  as  per  the  last  Balance  Sheet, 
plus  interest  at  a  certain  rate  per  cent,  in  lieu  of  profits, 
or  whether  accounts  are  to  be  taken  at  the  date  of  death, 
and  his  share  of  profits  up  to  that  date  credited,  and 
whether  or  not  the  assets  of  the  partnership  are  to  be 
subject  to  revaluation. 

(12)  That  in  the  event  of  partnership  insurance  policies  existing, 

the  method  of  treating  the  premiums  and  the  division  of 
the  policy  money  shall  be  determined. 
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(hi   Rules  relating  to   Partnership  Accounts    in    the    absence   ol  Agreement. 

It  should  be  remembered  tJL.it  section  -4  of  the  Partnership  Act, 
1890,  provides  thai  in  the  absence  of  mutual  agreement 

(1)  Partners  arc  entitled  to  share  equally  in  the  capital   and 

profits,  and  are  required  to   contribute    equally  to  the 

losses,  whether  of  capital  or  otherwise. 

(2)  Partners  are  entitled  to  5  per  cent,  interest  on  advances  as 

apart  from  capital. 
(.'$)  Partners  are  not  entitled  before  ascertainment  of  profits  to 

any  interest  on  capital. 
(4)  Partners  are  not  entitled  to  remuneration  for  acting  in  the 
partnership  business,  cither  by  way  of  salary  or  others  ise. 
The  rules  as  to  the  treatment  of  accounts  on  dissolution  are  dealt 
with  in  §  8  of  this  Chapter. 

§2.  -The  usual  Adjustments  necessary  in  Partnership  Accounts. 

Before  ascertaining  the  amount  of  divisible  profits,  the  following 
adjustments  are  frequently  necessary  in  order  to  adjust  the  rights  of  the 
partners  inter  se  : — 

I  a;   Interest  on  Capital. 

By  charging  interest  at  a  fixed  rate,  usually  5  per  cent,  per  annum, 
in  respect  of  the  capital  employed  in  a  business,  it  can  be  seen  whether 
the  profits  are  sufficient  (after  charging  an  amount  which  represents  the 
earning  value  of  the  money  invested  in  the  business)  to  justify  the  con- 
tinuation thereof  with  unlimited  liability  to  each  of  the  partners.  Apart 
from  this,  however,  the  object  of  charging  interest  on  capital,  where 
there  are  two  or  more  partners  in  a  business,  is  to  adjust  the  rights  of  the 
partners  inter  se  as  regards  capital,  thus  giving  the  one  holding  the  larger 
proportion  an  advantage  in  respect  thereof  prior  to  the  division  of  profits. 
In  those  cases  where  the  capitals  are  fixed  and  the  share  of  profits  are  in 
exact  proportion  to  the  capitals,  the  effect  of  charging  interest  will  make 
no  difference  to  the  ultimate  amount  which  will  be  credited  to 
partner,  but  it  is  advisable  bo  do  bo  for  the  first  reason  mentioned  above. 
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Interest  on  capital  will  be  calculated  on  the  figure  at  the  commence- 
ment of  the  period,  and  allowance  must  be  made  for  any  additions  of 
capital  or  withdrawals  therefrom  during  the  period,  interest  being  worked 
from  the  exact  dates  thereof.  The  Partners'  Capital  or  Current  Accounts 
will  be  credited  with  the  amount  of  interest,  and  interest  on  Capital 
Account  debited. 

The  precise  effect  of  omitting  to  charge  interest  on  capital  is  as 
follows  : — 

(1)  If  the  capitals  are  equal,  and  the  partners  share  profits 
unequally,  the  partner  entitled  to  the  smaller  share  of  profit  will  lose. 

(2)  If  the  partners  share  profits  equally,  but  the  capitals  are 
unequal,  the  partner  with  the  larger  capital  will  lose. 

(3)  Where  the  capitals  are  unequal  and  the  partners  share  profits 
unequally,  the  result  to  the  partners  depends  upon  the  proportion 
in  which  the  profits  are  shared,  and  the  respective  amounts  of  capital 
held  by  them. 

(b)  Interest   on    Drawings. 

Frequently  partners'  drawings  are  irregular,  and  in  such  cases, 
if  interest  thereon  is  charged,  the  rights  of  the  partners  are  exactly 
adjusted.  In  numerous  cases,  however,  no  interest  is  charged  at  all, 
and  the  drawings  take  place  by  mutual  agreement. 

Where  interest  is  charged  it  will  be  calculated  at  a  fixed  rate  per 
cent,  from  the  date  of  each  drawing  to  the  date  the  accounts  are  closed, 
being  credited  to  Interest  on  Drawings  Account  and  debited  to  the 
Partners'  Drawing  Accounts.  A  very  convenient  method  of  calculating 
this  interest  is  by  finding  the  average  date,  and  taking  interest  there- 
from up  to  the  close  of  the  period.  An  illustration  of  how  to  ascertain 
average  date  is  given  in  Chapter  V.,  §  7. 

(c)  Partners'    Salaries. 

There  are  several  cases  where  partners'  salaries  should  be  charged 
before  division  of  profits,  and  the  most  important  of  these  are  : — 

(1)  Where  one  or  more  of  the  partners  leave  the  entire  or  greater 
part  of  the  management  of  the  business  to  the  remaining  partner 
or  partners. 
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(2)  Where  there  are  junior  partners,  it  is  often  arranged  thai 
their  share  from  the  business  shall  consist  of  a  fixed  Balary,  plua 
a  small  percentage  of  the  profits  after  charging  Buch  Balary. 

(3)  Where  neither  of  the  above  cases  arc  operative,  but  it  is 
desired  that  the  business  shall  be  charged  with  a  proper  amount 
representing  the  management  services  of  the  partners. 

The  amounts  agreed  upon  as  salary   should  be  debited  to  tin-  Profit 
and  Loss  Account,   and  credited  to  the  Partners'   Curreni    «»i    Capital 
Accounts,  as  the  case  may  be,  unless  the  same  arc  i<  kid  regularly  in 
when  they  may  be  debited  direct  to  the  nominal  account, 


ILLUSTRATION- 

The  following  La  the  Trial  Balance  of  Messrs.  A..  B.  and  <'..  as  al  3!s1  December,  1903 
Profite  an.l  Losses  aiv  shared — A.  half,  B.  one-third,  C.  one-sixth. 

Prepare  Trading  ami  Proul  ami  Loss  Account  and  Balance  Sheet 


Capital 

\ 

B 

0. 
Drawing  Accounts 


Salary  Accounts 

i.. 




Purchases 

Loan  on  Mortgage 

Machinery  and  Plant 

Land.  Buildings,  Ac. 

Creditors 

Balaries 



Trade  Expenses     . . 

Travellers   Commissi)  d  and  Expenses 

Rates  and  Taxes  .. 

Bills  Receivable    .. 

Bad   Debt    Reserve  Account 

insurance 

11:1.1  Debts     ..  

Carriage  Inwards  . . 

Outwards  

st,„-k  31sl   December,  1906 
Cash  ;it   Bank 

..    on  Deposit    . . 

,,     in   Hand 


s.  d. 


6  i.  d. 

10,000  0  u 

6,000  'i  0 

2,000  0  0 


200     0 


0 

0 

6,000 

0 

0 

0 

0 

4.: 

0 

II 

8,1 

.1 

i,: 

II 

ll 

14,000 

0 

0 

11 

7.: 

0 

'I 

0 

') 

0 

'■ 

0 

0 

MHO 

0 

II 

800 

0 

0 

0 

0 

L50 

II 

II 

800 

0 

'1 

•j:." 

1 

II 

0 

'1 

II 

8,000 

II 

'1 

0 

II 

£:..-,,7inl     n      n 


Charge  Depreciation  on  Land  and  Buildings  at  2\  per  cent. 
„  ,,  Machinery,  v\c  6  per  cm; . 

[nteresl  on  Capital  .">  per  cent 

Interest   on   Drawings   at    4  per  cent. 
Average  dates  of  Drawings— A.  30th  June;    B.  31s1  Hay;    C   1 6th  November. 

Provide   Interest    on   I. nan  one  year  ..  pel  cut. 

Adjust  the  Bad  Debt   Reserve  acoounl  to  i  per  oeat  on  the  Outstanding  Debtors. 
Stock  :5lst  December,  L907,  E5,000. 
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Dr. 


BALANCE     SHEET,    31st    December,     1907. 


Or. 


To  Sundry  Creditors— 
On  Open  Account 
„    Loan  on  Mortgage 
Interest 

„  Capital  Accounts — 

A.  Balance  1st  Jan,  1907 
Add  Interest  on  Capital 
„  Profit      .. 


Less  Drawings 
Interest  on  <1< 


£ 

1,500 

30 


B.  Balance  1st  Jan.,  1907 
Add  Interest  on  Capital 
„     Profit       .. 


Less  Drawings 
Interest  on  do. 


('.  Balance  1st  Jan.,  1907 
Add  Interest  on  Capital 
„     Profit       .. 


Less  Drawings 
Interest  on  do. 


10,000 

500 

2,960 

0  0 
0  0 
0  0 

13,460 
1,530 

0  0 
0  0 

6,000 

300 

1,973 

0  0 
0  0 
6  8 

8,273 
614 

6  8 
0  0 

2,000 
100 
986 

0  0  ] 

0  o  i 

13  4 

3,086 
201 

13  4 
0  0 

£       s.    d. 
1,500     0     0 

3,150     0     0 


11,930     0     0 


7,659     0     8 


2,885  13     4 


127,125     0     0 


£ 
By  Land,  Buildings,  &c.      . .    6,000 
Less  Depreciation  2i%       150 


Machinery  and  Plant     . . 
Less  Depreciation  5% 


4,5oo 
225 


Stock        

Debtors 7,500 

Less  Reserve  for  Bad  Debts  300 


Bills  Receivable 
Cash  : — 

On  Deposit  Account. 

On  Current  Account. 

In  Hand 


£         s.  d, 
,850     0     0 


4,275     0     0 
5,000     0     0 


7,200     0     0 
900     0     0 


£27,125     0     0 


TRADING    AND    PROFIT    AND    LOSS    ACCOUNT 
for  the  year  ending  31st  December,  1907. 


To  Stock  31st  Dec,  1906  . . 
,,  Purchases 
„   Wages 

„  Carriage  Inwards 
„   Balance,  being  Gross  Profit 


To  Salaries   . . 

„  Partners'  Salaries 

„  Trade  Expenses 

„  Travellers'  Commission 

,,  Insurance 

,;  Rates  and  Taxes 

„  Carriage  Outwards 

„  Depreciation 

„  Interest  on  Loan 

„  Bad  Debts 

„  Interest  on  Capital 

B.' 
C. 


Balance,  being  net  profit 


£500 
300 
100 


To  Capital  Accounts —  £      s.  d. 

A.  one-half   ..  2.960     0  0 

B.  one-third..  1,973  6  8 

C.  one-sixth..  986  13  4 


£  s. 

6,000  0 

6,000  0 

14,000  0 

200  0 

11,800  0 


0  By  Sales 

0     |i      „    Stock  31st  Dec,  1907. 
0     I 

o 
o 


Or. 


£       s. 
1,000     0 

700     0 

750 

1,400 

30 

120 

250 

375 

150 

250 


900     0     0 
5,920     0     0 


£11,845     0     0 


5,920     0     0 


By  Balance 

„    Interest  on  Drawings- 
A. 


£30 
14 

1 


By  Balance 


£  s.  d. 
33,000  0  0 
5,000     0     0 


AJ3S.0M0      0      0 


s.  d. 
0     0 


£11,845     0     0 


£         s.    d. 
5,920     0     0 
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§  3  —  Partners'  Fixed   Capital  Accounts,  Current  Accounts  and 
Loan   Accounts. 

(a)  Partners'   Fixed  Capitals  and  Current  Accounts. 

In  many  cases  the  Partnership  herd  fixes  the  amounl  of  capital 
to  be  contributed  by  each  partner,  and  it  is  very  usual  in  practice  to 
find  the  capital  accounts  kept  at  this  figure,  all  profits,  interest  on  capital, 

partners'  salaries  and  drawings  being  dealt  with  through  current  accounts, 
the  balances  of  which  are  carried  forward  from  time  to  time,  and  may 
or  may  not  be  subject  to  interest.  Where  they  are  subjeel  to  interest, 
this  is  generally  at  a  lower  rate  than  on  the  capitals. 

It  is  probable  that  this  method  will  be  adopted  more  in  the  future 
than  it  has  been  in  the  past,  owing  to  the  difficulty  experienced  by  the 
judges  in  interpreting  the  Partnership  Act,  1890,  as  to  the  ultimate 
division  of  capital  profits  and  losses  on  dissolution,  since  it  enables  a 
clear  distinction  to  be  shown  in  the  accounts  between  capital  and 
accumulations  of  undrawn  profit. 

(b)  Partners'   Loan  Accounts. 

Where  partners  advance  money  to  the  firm  it  is  extremely  impi  -taut 
that  a  separate  loan  account  should  be  kept  in  respect  thereof,  a-  under 
the  Partnership  Act,  1890,  loans  from  partners  have  priority  over  capita] 
on  dissolution.  The  interest  on  such  loans  should  therefore  not  be 
credited  to  the  capital  accoimts,  but  to  the  currenl  or  loan  accounts, 
and  should  preferably  be  settled  in  cash. 

ILLUSTRATION 

Prepare  Trading  and  Profll  and  l..<>ss  a.eooun1  and  Balance  Sheet,  from  t In-  fallowing 
Trial  Balance  >>i  Messrs.  X..  Y.,  /.  and  Co.,  Engineers,  a-  at  3ls1   March, 

Xrade  Expenses    . . 

Wages 

Salaries 

i;.  ni  and  Kates 
Purchases    . . 



Commission 

Had  Debts  

Diaoonnl 

Plan!  and  Tools   llai  m  iron,  1907 

Stock 

Oaab  at    I'.aiik 

Offloe   Furniture     .  . 

sundry  Debtors    . . 
Oredtton 

in   Hand  . .  .  . .  7    0    0 

I 

\ 

i  

/ 

X.   Loan  Account  

Current    Accounts 

X 

y 

/. 


s 

- 

d. 

£       s.    d. 

0 

0 

1,260 

ii 

0 

176 

0 

0 

1 1  • 

0 

0 

0 

0 

12,110     0     0 

78 

0 

0 

0 

0 

'•     0 

1,660 

0 

1,630 

II 

" 

1,506 

0 

11 

0 

0 

0 

0 

MO 

0 

0 
0 

0 
0 
0 

•     0     0 
>     0     0 
'     0     0 

0 

i    n    o 
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Make  provision  for  the  following 


Three  days'  Wages 

£33 

Trade  Expenses 

18 

Audit  Fee 

35 

Bad  Debts          

40 

Discounts 

35 

10  per  cent.  Depreciation  on  Furniture. 

5  per  cent.  Interest  on  Capital. 

5  per  cent.  Interest  on  Loan  from  X.  for  one  year. 

Stock  at  31st  March,  1908,  amounted  to  £1,903,  and  an  account  taken  of  the  Plant  and 
Tools  amounted  to  £1,700. 

Profits  and  Losses  to  be  divided  equally,  the  Capital  Accounts  being  fixed. 


Dr. 


TRADING:     AND     PROFIT     AND     LOSS     ACCOUNT 
for  the  year  ending  31st  March,   1908. 


Or. 


1907. 
April    1 


1908. 
Mar.  31 


To  Stock         . .  . .  £1,630 

„    Plant  and  Tools  . .     1,550 


Purchases 

Wages  (£1,250  +  £33)       . . 

Balance,  being  Gross  Profit 


To  Trade  Expenses  (£550 +  £18) 

„    Salaries 

„    Rent  and  Rates  . . 
„    Commission 
„    Bad  Debts  (£35 +  £40)     .. 
„    Discount  (£55— £20) 
„    Depreciation  on  Furniture 
„    Audit  Pee 
,,    Interest  on  Loan 
„    Interest  on  Capital  :— 
X.  ..  ..      £100 

Y.  ..  ..  75 

Z.  ..  ..  60 

„    Balance,  being  Net  Profit 


To  Current  Accounts  :- 
X.  one-third 
Y.  one-third 
Z.  one-third 


8,350  0  0 
1,283  0  0 
2,900     0     0 


£15,713     0     0 


£  s. 

568  0 

175  0 

145  0 

78  0 

75  0 

35  0 

20  0 


0 
0 
0 
0 

o 
0 
0  0 
35  0  0 
50  0  0 


235  0  0 
1,484  0  0 


494  13  4 

494  15  4 

494  13  4 

£1,484  0  0 


By  Sales 

„    Stock    . .  ..  £1,903 

„    Plant  &  Tools        ]  ,700 


By  Balance 


£        s.    d. 
12,110     C     0 


By  Balance 


s;  15,713      0      0 


a.    d. 
0     0 


£2,900     0     0 


£      s.    d. 
1,484     u     0 


£1,484     0     0 


Dr. 
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To  Sundrj   <  reditoia  : 
(in  Open  Account 
(in  Charges  Account 

,,   Loan  Account  :    X. 
,,  Current  Account  :    X. 

Profit 

[nterest  on  Capita) 
Loan 


Leaa  Drawings 

'Uiil  : 


Current  A.< 
Profit 

i    -i  on  Capital 


Lets  Drawings   . . 

Current   Recount  :   /. 
Profit 
[nterest  on  Capital 

Drawings    .. 
i  apit  'l   Accounts  : 

v.  '.'. 

7. 


s.    d. 


1,670 
96 

0 
0 

II 
(1 

I'M 
100 

,ii 

l:: 

II 
0 

4 

II 
il 

644 
570 

l:; 
0 

4 
0 

194 
76 

13 

0 

I 
ii 

569 

40(1 

Hi 
0 

I 
ii 

494 

60 

LS 

0 

4 

554 
304 

0 

1 
n 

2,000 

L,C 

1,200 

0 
0 
0 

ii 
ii 
0 

E7.951     0     0 


■  and  Tools  .. 
,,    Office  Furniture 

preciation  10%  . . 



,,    Sundry  Debtors    . . 

Leu     '  i     Bad 

Debts    ..         ..      £40 

.mis  ..  55 


I 

At  Bank 

In  Html 


■1 ' 

- 


l,60fl     0     'i 

7      ii      ii 


Or. 


I 
.7 ii 


I- 


i..i.    0    0 


£7,961     "     0 


Note  to  Illustration. 

Where  ii  is  required  to  draw  Final  Accounts  from  a  preliminary  Trial  Balance  after 
piaking  various  adjustments,  as  in  the  above  case,  it  is  important  bo  note  thai  each  adjustment 
should  be  made  into  its  proper  accounl  in  bhe  Trading  or  I'n.iit  and  Loss  Account,  and  not 
shown  separately.  For  instance,  the  facl  that  a  certain  amount  is  outstanding  for  wages  only 
,,„.;. n>  that  wages  to  that  extent  not  having  been  paid  at  the  date  of  the  Balance  Sheel  the 
balance  of  the  Wages  Account  as  representing  the  wages  for  the  period  is  incorrect  accordingly, 
and  requires  adjustment  before  being  finally  transferred  to  Trading  Account.  Although  a 
(bracketed  note  has  been  made  in  the  above  solution  of  the  adjustments,  this  has  011I3  been 
done  for  the  reader's  convenience.     In  practice  no  Buch  note  would  appear. 

The  method  of  treating  Planl  and  Tools  on  revaluation  is  dealt  with  in  Chapter  XIV.,  16 


I  I      The   Adjustment   of    Partnership    Accounts    under   Single 
Entry. 

Where  Partnership  Accounts  are  kepi  under  Single  Entry,  and  it 
is  not  desired  to  raise  the  final  accounts  bj  \\  ay  of  conversion  into  I  kmble 
Entry,  it  is  of  course  quite  possible  to  arrive  at  the  profil  made  for  the 
particular  period,  provided  a  proper  Statement   oi    Affairs  is  available 
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at  the  commencement,  together  with  full  particulars  of  all  partners' 
dealings  during  the  period,  in  the  shape  of  drawings  on  account  of  profit, 
and  additions  to,  or  withdrawals  from,  capital,  loans,  &c. 

The  methods  necessary  to  arrive  at  profits  on  this  basis  are  fully 
dealt  with  in  Chapter  I.,  §  5,  and  it  is  not  necessary  to  recapitulate 
them  here. 

Great  care  must  be  exercised,  where  there  is  no  Cash  Book  kept, 
to  see  that  all  partners'  drawings,  &c,  have  been  brought  into  account. 

Once  the  profit  has  been  ascertained  the  adjustment  in  respect 
of  interest  on  capital,  salaries,  &c,  if  ctiiy,  as  between  the  partners  can 
very  easily  be  made,  and  the  final  balances  on  their  capital  or  current 
accoimts  ascertained. 


ILLUSTRATION- 

A.  and  B.  are  in  partnership,  sharing  profits  and  losses,  two-thirds  and  one-third  re- 
spectively. The  books  are  kept  on  a  Single  Entry  system,  and  their  Statement  of  Affairs, 
dated  31st  December,  1906,  showed  their  position  to  be  as  follows  :  — 


Dr. 


A.     AND     B. 
STATEMENT    OE    AFFAIRS,     31st    December,     1906. 


Cr. 


£ 

(1. 

£      s.   d. 

To  Creditors 

5,000 

0 

0 

By  Freehold  Buildings 

6,000     0     0 

„   Loan      . . 

1,000 

0 

0 

,,    Plant  and  Machinery 

2,000     0     0 

„   Bills  Payable 

500 

0 

0 

„    Office  Furniture      . . 

500     0     0 

„  Capitals — 

„    Stock 

4,000     0     0 

A 

10,000 

0 

o 

„    Debtors 

6.000     0     0 

B 

4,000 

0 

0 

,,    Bills  Receivable 

„    Cash              

i 

1,500     0     0 
500     0     C 

£20,500 

0 

0 

£20,500     0     0 

On  the  31st  December,  1907,  the  books  disclosed  the  following  facts: — Debtors  £8,000, 
Creditors  on  Open  Account  £8.500.  Creditors  on  Loan  Account  £1,600,  and  Cash  £800.  The 
Stock  was  valued  at  £4,200,  and  the  Bills  Beceivable  amounted  to  £1,400. 

An  examination  of  the  Cash  Book  showed  that  during  the  year  A.  had  drawn  on  account 
of  profits  £1,500  and  B.  £600.  A.  had  in  addition  withdrawn  £2,000  on  account  of  capital 
on  the  30th  June,  1907. 

The  Partners  agree  to  reduce  the  previous  valuation  of  the  Plant  and  Machinery  by 
5  per  cent,  and  the  Office  Furniture  by  10  per  cent.,  by  way  of  depreciation,  and  to  charge 
5  per  cent,  by  way  of  Interest  on  Capital. 
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Show— 

(1)  A  Statement  of  I'lotii  dividing  the  balance  between  A.  and   !i. 

(2)  A  Statemenl  of  Affairs  showing  the  position  a-  at   31s1    December,   1907. 


Dr. 


STATKMKNT    <)1<     I'ROPIT,    3  let     December,     L90 


'V. 


Creditors 

Loan 

Capitals  Isl  Jan.,  1807 

\ 

B 

Balance,  being  Profit . 


interest  on  Capital  - 

A.  .">",,  on  £10,000  tor  8  months 
and  •".",,  on  £8,000  tor  6  months 

I!.   .">",,   nil  £4,0110 

Profit 

A.  two-thirds 
i;.  one-third 


£ 
1,600 

s. 
0 
0 

d. 

0 

0 

0,000 

4. (Mill 

2,750 

0 
0 
0 

0 
0 
0 

Bj   li'    hold  l;uildiii«s. . 
„    Plant  ami  Machinery         . .    2,000 
Less  Depreciation  .'•"„      . .       lOO 

„    Office  Furniture     . . 

/.       D  predation  io"n    . . 

,.    Stock  

,,    Debtors 

.,    Bills  R i\  able 

..    Cash  

Partners'  Drawings 

A.  on  \  ta!         . .    2,000 

„  Profits  ..    i.noo 

]•..    „       .,  Profits 


•     0     0 

£      B.    d. 

By  Balance 

4.'.0     0     0 
200     0     0 

1,400     'i     0 
700     0     0 

£2,700     0     0 

8,000 


0 

0 

4,200 

0 

0 

8,000 

n 

'1 

0 

0 

u 

u 

8,600 

0 

0 

600 

0 

0 

£26,850 

l> 

0 

Dr. 


A.     AND      B. 
STATEMENT    OF    AFFAIRS,    31si     December,     r  >7. 


'!'"  Credit 

On  Open  Account 
..   Loan       ., 
.,  Capitals  : 

a.  Balance  1st  Jan.,1907    £10,000 
Add  interest  ..n  Capital  450 

..     Profit  ..        ..  1,400 


i  i«  >0 


Leu  Drawings 

on  Capital  A  o  . .  £2, 

„    Profit  A/o     ..    1,600 


B.  Balance  1st  Jan..  1007      4,000 

AM  interest  .>n  Capital   ..      ^"<> 

,.    Profit  ..         ..       700 


/.'<-■  Drawings 


4,000 


By  Freehold  Bui  I 
..    Plant  and  Machinery 
/..  m  Depred  ition  :•  " 

..    Office  Furniture 

/    M    !><■:  red  ;ti"ii  10% 


.. 
Debtors 

Bills  Receivabli 
Casn     .. 


.-.in> 
50 


6,000 


I     0     0 
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§  5. — Goodwill    in    Partnership   Accounts. 

(a)  Definition    of   Goodwill. 

Goodwill  may  be  defined  as  the  value  attaching  to  the  reputation 
of  a  business,  and  to  the  likelihood  that  custom  will  continue  to  be 
attracted  in  the  future  as  in  the  past,  notwithstanding  change  in  the 
proprietorship.  Goodwill  may  originate,  broadly  speaking,  in  one  of  three 
ways,  or  a  combination  of  them  : — 

(1)  By  means  of  the  reputation  of  the  article  produced  as  apart 
from  the  personality  of  the  proprietors. 

(2)  By  means  of  the  business  possessing  special  advantages  in 
the  shape  of  local  or  partial  monopoly,  patents,  trade  marks,  situation 
of  premises,  &c. 

(3)  By  the  personal  reputation  and  influence  of  the  proprietors. 

The  value  of  Goodwill  is  usually  based  on  the  average  profits  for 
a  term  of  years  from  three  to  five,  but  in  many  cases,  as  for  example 
retail  shops,  it  is  based  on  the  turnover.  In  the  case  of  a  Partnership 
Goodwill  based  mainly  on  the  question  of  personal  reputation,  the 
value  from  a  purchasing  point  of  view  is  greatly  dependent  on  whether 
the  retiring  owner  is  going  out  of  the  business,  or  whether  he  or  some 
of  his  partners  are  continuing. 

(b)  Methods  of  treating  Goodwill   in  the  case  of  an  Incoming  Partner. 

There  are  various  ways  in  which  Goodwill  may  be  treated  on  the 
occasion  of  an  incoming  partner,  but  the  following  or  a  combination 
of  them  are  the  most  usual : — 

(1)  An  amount  is  raised  in  the  old  firm's  books  to  represent 
Goodwill,  being  credited  to  the  old  partners'  capital  accounts  in 
proportion  as  they  share  profits  or  losses,  and  debited  to  a  Goodwill 
Account.  The  new  partner  then  may  or  may  not  bring  in  capital 
according  to  the  Agreement.  In  any  event  whatever  he  does  bring 
in  will  go  to  the  credit  of  his  capital  account.  The  effect  of  this 
method  is  to  increase  the  old  partners'  capital  accounts,  thus  giving 
them  an  advantage  over  the  incoming  partner  in  respect  of  capital 
and  interest  thereon. 
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ILLUSTRAT10N- 

The  following  La  the  Balance  Sheet  of  the  Hrm  of  A.  and  B.,  who  share  profits,  two-thirde: 
ami  one-third  respectively: — 


T)r. 


A.     AND     B. 
BALAXCK      SIII.I.T 


'I'n   Sundry   (  teOitOTfl 

..  Capital   Icconnta  : 

A                

B.            

is. .Mid 
V 

C      -.   d. 
12,000     0     0 

By   Land  and  Building 

..    I'l.mi  and  Machinery 
k  in  Trade 

.    1  >•!.'- 

Lett  Reserve 
,  at  Bank 

150 

.1 

ii     ii 

ii     ii 

1,501 

0     n 

0     0 

" 

,     ii     i, 

E15.97E 

They  agree  to  admit  ('.  into  partnership,  uivinu  him  a  one-fifth  share  mi  tin-  terms  thai 
Goodwill  in  tlir  extent  of  £1,200  is  Brsl  to  be  credited  to  tin-  old  partners  according  i"  their 
share  of  profits;  *'.  then  t<>  bring  in  Capital  to  the  extent  of  one-quarter  <>t  tin-  combined 
capitals  of  A.  anil  I!,  after  adjustment.  A.  anil  B.'a  proportions  of  profit  in  the  new  linn  ai.- 
ln  be  in  the  same  ratio  between  themselves  as  before. 

Show  Journal  entries  recording  these  transactions,  ami  prepare  the   Balance  Sheel   of 

the  oew  linn,  assuming  »'.  to  have  brought  in  tin-  requisite  cash,  stating  tin-  proportion  in  which 
profits  will  be  ili*  ided  in  future. 

JOURNAL. 


i ; Iwill 

i'..  A    Capital  Account 

Being  creation  ol  Goodwill  as  agreed  on  admittai I  C.  into  partnershi] 


Oast)  

To  C.  Capital    Iceount 

Being  Capital  brought  In,  one-fourth  ot  £12,000  ami  £1,200. 


£ 

ll. 

f 

-     .1. 

•Jim 

ii 

II 

ii     ii 

MM 

S 

i!. 

£ 

s.    d. 

.•{■in 

0 

0 

3,300 

A..     1*..     AND     ('. 
BALANCE     SHEET. 


Or. 


i'n  Sundry  Creditors  : 
..  Capital  Accounts— 
\ 
.l.W  Goodwill 


15 

.\,i>l  Goodwill 


si  I,  I 


4IHI 


-..'.IT:,      ii      ii 


o,30rt     0    o 


£20.47:.      0     0 


rill 
Land  and  Buildings 
Plan!  and  Machinery 
Stock-fn-Trade 
Book  Debts 
/  ■ .-    i;<  -•  r\ .' 

Cash  at  Bank 


0.  getting  one-fifth  of  the  i>r.itit-j.  th«-  rcm;iiii>ng  f..nr-!lf  t  Ms  must  be  divided 


It-aving 


£     s.  d. 

1J 


5,000 


0      0 
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Note  to  Illustration. 

It  should  be  noted  that  when  Goodwill  is  created  in  this  way  the  amount  is  credited 
to  the  old  partners  in  the  proportion  in  which  they  share  profits  and  losses,  and  not  in  proportion 
to  their  capitals,  the  argument  being  that  the  partner  who  takes  the  larger  share  of  the  profits 
is  supposed  to  have  the  greater  influence,  and  consequently  to  have  created  the  larger  share 
of  the  Goodwill.  No  proportion  of  this  Goodwill  must  be  credited  to  the  new  partner,  since 
at  the  date  of  his  joining  the  firm  he  has  had  no  share  in  creating  it.  If  the  new  partner  brings 
in  any  Goodwill  of  his  own  by  way  of  personal  connection,  this  is  taken  into  consideration  in 
determining  his  share  of  profits. 

(2)  An  amount  is  fixed,  representing  the  proportion  of  goodwill 
which  the  incoming  partner  is  about  to  purchase,  and  which  he 
has  to  contribute  in  cash  in  addition  to  any  capital  which  he  may 
or  may  not  be  required,  to  bring  in,  the  cash  so  brought  in  remaining 
in  the  business  to  form  additional  working  capital.  In  such  a 
case  the  cash  will  be  debited,  and  the  old  partners'  capital  accounts 
credited,  in  the  proportion  in  which  they  share  profits  or  losses,  the 
cash  brought  in  as  capital  by  the  new  partner  being  credited  to 
his  capital  account.  It  will  be  noted  that  under  this  method  no 
asset  account  representing  goodwill  will  appear  in  the  new  partner- 
ship books,  the  amount  paid  by  the  incoming  partner  merely 
representing  premium  paid  by  him  to  the  old  partners  for  the 
privilege  of  being  admitted  into  the  firm. 


ILLUSTRATION- 

The  following  is  the  Balance  Sheet  of  the  firm  of  A.  and  B.,  who  share  profits,  two-thirds 
and  one-third  respectively  : — 


Br. 

A.    AND    B. 
BALANCE     SHEET. 

Or. 

To  Creditors 
,,   General  Reserve 
,,   Capital  Accounts  : — 

A 

B 

.  .  £7,400 
.  .     6,000 

£      s.    (1. 
4,000     0     0 
1,500     0     0 

12,400     0     0 

By  Freehold  Buildings 
,,    Office  Furniture 

„    Stock-in-Trade        

„    Debtors 

„    Bills  Receivable     . . 

„    Cash  at  Bank 

£  s.  d. 
1,620     0     0 

400  0  0 
3,800  0  0 
6,080  0  0 
2,400     0     0 

600     0     0 

£17,900     0     0 

£17,900     0     0 

They  agree  to  admit  C.  into  partnership  on  condition  that  he  pays  a  sum  of  £2,400  (to 
be  left  in  the  business)  for  a  quarter  share  of  the  Goodwill,  and  brings  in  £4,000  Capital. 

A.  and  B.  on  their  part  agree  to  allow  £900  of  the  General  Reserve  to  remain  as  a 
provision  for  Bad  Debts,  and  also  to  allow  5  per  cent,  off  the  Freehold  Buildings  and  15  per 
cent,  off  the  Office  Furniture. 
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Show  by  Journal  entry  the  necessary  adjustments,  ami   prepare  a   Balance  Bheel   oi   the 
new  partnership,  assuming  that  C.  has  fulfilled  his  obligations  to  the  firm. 

JOURNAL. 


Cash 

To  Capital   Accounts  : 

A.  two-thirds 

B.  one-third 

Being  payment  by  C.  for  a  quarter  share  in  Che  <; MIL 


To  0.  Capital  Account 
Being  Capital  introduced  by  0. 


£      s    d. 
4,000     0     0 


£     s.  d. 

£      s.   d. 

General  Reserve  Account       . .         . .         . .         . .         . .         . .         . .       Dr. 

600     0     0 

To  Capital  Accounts  : — 

A 

400     0     0 

B 

20"'     0     0 

Being  Transfer  from  Qeneral  Reserve  Account  to  leave  balance  on  that  account 

of  £1)00  as  nscrvc  for  Bail  Debts. 

Capital  Accounts :—                                                                                             Dr. 

i:      ::     ::     ::                ::     ::     ::     :: 

To  Sundry  Assets— 

freehold  Buildings  .. 

Office  Furniture 

£      s.   d. 

194     0     0 

'.'7     0     0 

£     8.   d. 
■2M     0     ii 

a 

£891     0     0 

E201     0     0 

Heine  provision  for  Depreciation  on  Freehold  Buildings  at  5%  and  on  Office 
Furniture  @   15%. 

Note. — These  Journal  entries  could  he  combined,   bul    for  the  sake  of  clearness  tUey 
have  been  shown  separately. 


Dr. 

A.,    B. 
BALANCE 

AND    C. 
SHEET. 

To  Creditors 
..  Capital  Accounts  : 

1 

H 

C. 

.  .     5,903 
..    •,000 

4,000 
19,100 

8.  d. 
0     0 

0    0 

By  Freehold  Buildings 

[oil 

Office    Furniture 
/.  •-  Depred  ttton  i  5 " 

Stoelcia-Tradc 

..      DeMOtS 

/ . ..  Reserve 

..    Bflla  i'o  ■  •  i\;i''lc     . . 
Cash  at 

IS] 

S40 

- 

5,180 
2,400 

-    .1 
0     o 

100 

0     o 

Q     o 
0     n 

II       o 

iJt.io'.i 
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(3)  The  third  method  is  precisely  similar  to  the  second,  with 
the  exception  that  the  money  paid  by  the  incoming  partner  for 
goodwill  is  not  left  in  the  business  as  working  capital,  but  is  paid 
to  the  old  partners  personally  in  proportion  as  they  share  profits 
and  losses.  In  this  case  there  will  be  no  entries  in  the  books,  unless, 
as  frequently  happens,  the  amount  is  first  paid  into  the  firm's  account 
and  then  withdrawn,  in  order  to  keep  some  record  of  the  transaction. 
Naturally  this  method  is  the  least  advantageous  of  all  to  the  in- 
coming partner,  as  the  money  which  he  furnishes  for  goodwill  is 
not  utilised  for  the  general  benefit  of  the  business. 

(c)  Goodwill  affecting  Outgoing  Partners. 

Where  a  partner  retires  or  dies,  it  is  usual  in  most  cases  for  his  share 
of  the  goodwill  to  be  determined,  either  according  to  the  terms  of  the 
original  agreement  or  by  valuation,  and  such  an  amount  to  be  credited 
to  his  capital  account  as  represents  his  proportion  thereof  according 
to  his  share  of  the  profits. 

An  alternative  arrangement  is  sometimes  made  whereby  the  repre- 
sentatives of  the  deceased  partner  receive  in  lieu  of  an  amount  representing 
his  share  of  the  goodwill  an  annuity,  or  a  proportion  of  the  profits,  for 
a  certain  term  of  years. 

(d)  Life  Assurance  Policies  to  provide  for  part-payment  of  Goodwill 

It  is  becoming  very  customary  for  partners  to  effect  assurance 
on  their  own  lives,  either  jointly  or  severally,  for  the  purpose  of  providing 
ready  cash  to  pay  out  either  the  whole  or  a  portion  of  a  deceased  partner's 
share  of  goodwill,  and  in  many  cases  this  arrangement  is  applied  to 
capital  also.  One  of  the  principal  advantages  of  this  method  is  to  afford 
a  means  of  immediate  payment  of  at  least  a  portion  of  the  amount 
due  without  straining  the  financial  arrangements  of  the  business,  it 
being  frequently  arranged  to  pay  the  balance  (if  any)  by  instalments 
with  interest.  This  is  particularly  advantageous  where  the  surviving 
partner  or  partners  may  not  be  in  a  position  to  introduce  a  large  sum 
of  additional  capital  at  a  moment's  notice  for  the  purpose  of  paying 
out  the  deceased  partner's  share. 
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There  are  various  ways  of  dealing  with  the  premiums  paid  in  respect 
of  these  policies,  but  the  following  system  is  the  one  recommended  : — 

The  premiums  paid  should  be  charged  to  the  Profit  and  Loss  Account 
of  the  fiim  as  a  business  expense,  and  in  the  event  of  the  death  of  one 
of  the  assured  the  policy  money  should  be  divided  in  the  proportion  in 
which  the  partners  share  profits  or  losses,  and  credited  to  their  capital 
accounts,  the  deceased  partner's  capital  account  being  credited  with 
his  share  of  the  policy  money.  It  should  be  noted  that  this  amount 
does  not  in  anv  way  represent  the  deceased  partner's  share  of  goodwill, 
but  is  additional  to  it,  and  the  object  of  the  procedure  is  chiefly  to  provide 
ready  cash. 

ILLUSTRATION- 

A.  and  B.  are  in  partnership,  sharing  profits  in  the  proportion  of  two-thirds  and  one- 
third  respectively,  and  in  order  to  provide  a  ready  means  of  immediate  payment  of  i  portion 

of  the  amount  due  to  either  of  them,  in  the  event  of  decease,  in  respect  of  l»<>th  Capital  and 
Goodwill    an  assurance  was  effected  on  their  lives    jointly  fox  £9,000  without   profit^  at   an 

annual  premium  of  £350.  which  was  charged  each  year  to  the  Protit  and  Loss  Account. 

A.  died  on  the  31st  March,  1908,  three  months  after  the  annual  accounts  had  been  pit 
pared,  and,  in  accordance  with  the  Partnership  Deed,  his  share  of  the  profits  to  the  date  of 
death  was  estimated  on  the  exact  basis  of  the  profits  for  the  preceding  year.  In  addition 
to  this  the  heed  of  Partnership  provided  for  Interest  on  Capital  at  .">  per  cent,  pel  annum 
on  the  balance  Btanding  to  the  credit  of  the  Capital  Account  at  the  date  of  the  last  Balance 
Sheet,  and  also  for  Goodwill,  which  was  to  be  brought,  into  account  at  two  years'  purchai 
the  average  profits  for  the  last  three  years,  prior  to  charging  the  above-mentioned  insurance 
premiums,  but  after  charging  interest  on  Capital. 

A.'s  Capital  on  the  31st  December,  L907,  stood  at  £12,000,  and  his  drawings  from  then 
ko  the  date  of  death  amounted  to  £900. 

The  net  profits  of  the  business  for  the  three  yens  ending  31st  December,  1906-6-7, 
amounted  to  £3,000,  £3,800,  and  £3,700 respectively,  after  charging  Interest  on  Capital  and 

Insurance  Premiums. 

You  are  instructed  to  adjust  A.'s  Capital  Account  as  at  the  date  of  death  for  a  settle- 
incut  with  his  Executors 

Dr.  \.s     CAPITAL     A.CCOUNT.  Or. 

£       s.    I  -       ■! 

Drawings         BOO    0    0  r.\    K.ii.n,..         ij.ikmi    o    o 

Balance           83,000    <>    o           ..  Interest  on  <  i                      months                      0    0 

..  Profit  to  data  ol  Death  ..                       616  13     » 

.,    GoodwiU 

..  Insurance     Policy,    two-thirds  of 

i fl.CMMl      o      o 

£23,900     0     0  i^i/." 

dance       £-::. '    " 

G-2 
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Note  to  Illustration. 

The  figure  for  Goodwill  is  arrived  at  as  follows  :— 

£  s.  d. 

Profit  1905  £3,000+ Insurance.  Premium  £350    =  3,350  0  0 

„       1906     3,800+  „  „  350    =         ■     4,150  0  0 

"       1907     3  700+  ,,  „  350    =  4,050  0  0 

3)  11,550  0  0 

Three  years'  average  profit  3.850  0  O 


Total  amount  of  Goodwill  £7,700     0     0 

A.'s  Share  =  two-thirds  of  £7,700=  £5,133  6s.  8d. 


(e)  Goodwill  on  the  Sale  of  a  Partnership  Business  to  a  Company. 

Where  a  Partnership  business  is  sole!  to  a  Limited  Company,  the 
Company  usually  has  to  pay,  in  addition  to  the  purchase  price  of  the 
actual  assets,  a  sum  for  Goodwill.  Such  an  amount  represents  a  profit, 
and  will  be  transferred  to  the  partners'  capital  accounts  in  proportion 
as  they  share  profits  and  losses.  Goodwill  of  this  nature,  as  far  as  it 
relates  to  the  Company  and  affects  the  Company's  books,  will  be  dealt 
with  in  Chapter  VIII.,  §  10. 


(f)  The  Treatment  of  the  Goodwill  Account  in  the  Books  of  a  Partnership. 

Where  an  asset  of  Goodwill  is  created  in  Partnership  Accounts,  it 
is  advisable  and  financially  prudent  to  write  the  same  down  over  a  period 
of  years,  though  whether  or  not  this  is  done  depends  upon  the  agreement 
between  the  partners. 

If  at  the  time  Goodwill  has  to  be  brought  into  account,  owing  to 
the  death  or  retirement  of  a  partner,  or  for  any  other  reason,  there  already 
exists  an  asset  representing  Goodwill  in  the  firm's  books,  only  that 
proportion  of  the  excess  of  the  new  valuation  over  the  old  book  figure 
should  be  credited  to  the  partners  in  the  proportions  in  which  tbey  share 
profits  and  losses. 

It  is  not,  however,  necessary  to  increase  the  Goodwill  Account 
by  more  than  the  outgoing  partner's  share,  unless  it  is  desired  by  the 
other  partners  to  do  so. 
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ILLU3TRATION- 

A.,  I'.,  and  C.  arc  in  partnership  sharing  profits,  five-twelfths,  four-twelfths  and  three- 
twelfths  respectively.  At  the  time  C.  was  admitted  a  Goodwill  Account  was  raised  in  tin- 
Arm's  books  amounting  to  £1,200.  B.  dies,  the  Goodwill  Account  -till  standing  al  (he  Bame 
Bgore.  Under  the  Partnership  Deed  <>n  the  death  oi  any  partner  bin  share  of  the  Goodwill 
i.-',  to  be  valued  at  one-halt'  of  th»'  share  of  profits  credited  to  bw  account  during  the  la>i  three 
eompleted  years.  The  firm's  accounts  for  thai  period  >h<>\\  profits  of  £3.900 
and  £4, -Jon  respectively.  Ascertain  what  further  amount  should  be  credited  to  B.  in  respect 
of  his  share  of  Goodwill,  and  make  the  necessary  Journal  entry,  the  remaining  partners  not 
taking  into  account  their  shares. 

Profit   1st  jrear  .  0,900 

Jml 4,600 

„      3rd 1,200 

Firm's  profits  far  8  yean £12,600 

12,800 
Total  value  of  Goodwill        =   • 

6,300x4 

B.'s  abate  of  Goodwill  =  £2,100 

12 

amount  required  to  raise  Goodwill  account  to  it;. wo  =  o,:ioo  —  1,200      £5,100. 

5,100    i 

B.'s  share  thereof         =   £1,700. 


JOURNAL. 


£      s.    .1.  £      8.    .1. 

(ioodwill  Account  I>k.  1,700     0     0 

To  B.  Capital  Account  1,700    0    0 

Being  amount  required  which  taken  with    -  >  1,200,  the  amount  already  standing 

to  Goodwill  Account  will  raise  B.'s  share  to  £2,100. 


Xotk.      The   (ioodwill    Account    will    then   stand   at    £2,900. 


§  6.— Outgoing  Partners. 

(at    Repayment  of  Outgoing   Partner's  Capital,  &c,  by  Instalments. 

Where  a  partner  retires  or  dies  his  Capital  and  his  share  of  the  Good- 
will,  &c.,  is  ascertained  either  in  accordance  with  the  provisions  of  the 
original  deed,  or  by  accounts  taken  at  the  date  of  the  dissolution,  and 
Hie  amount  so  ascertained  is  paid  out  to  him  or  his  representatives  forth- 
with, or  credited  to  a  loan  account,  and  repaid  by  instalments,  with 
interest  running  on  the  outstanding  balance.  It  is  important  where 
the  amount  is  not  paid  out  at  once   that    the  same  should  be  credited 
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to  a  loan  account  and  not  retained  as  capital,  especially  in  the  case  of 
a  retiring  partner,  in  order  that  there  may  be  no  possibility  of  his  being 
regarded  as  a  partner  from  that  point  of  view. 

ILLUSTRATION- 

M.,  a  partner  in  a  firm,  dies  on  31st  March,  1906,  and  his  share  of  Capital  and  C-oodwill 
is  ascertained  to  be  £7,600.  It  is  arranged  that  this  shall  be  paid  out  by  annual  instalments 
of  £2,000,  to  include  principal  and  interest  on  the  outstanding  balance  at  5  per  cent,  per  annum. 
The  first  payment  is  made  on  30th  April,  1906,  and  succeeding  payments  are  made  on  the 
anniversary  of  the  date  of  death.  Show  the  account  in  the  firm's  books  relating  thereto  until 
completion. 


Dr. 


THE    EXECUTORS    OF    M.    (DECEASED)    LOAN    ACCOUNT. 


1906. 
April  30 

To  Cash          

„    Balance 

To  Cash          

„    Balance 

To  Cash          

„    Balance 

To  Cash          

„    Balance 

To  Cash          

£      s.    d. 
2,000     0     0 
5,631   13     4 

1906. 
Mar.  31 
April  30 

1906. 
May   ] 

1907. 
Mar. 31 

1907. 
April  1 

19.(8. 
Mar,  31 

1908. 
April    1 

1909. 
Mar.   31 

1909. 
April    1 

1910. 
Mar.  31 

By  Capital  Account 
„     Interest,  1  month 

By  Balance 
„    Interest,  11  months  .. 

By  Balance 

„    Interest,  1  year 

By  Balance 
„•    Interest 

By  Balance 

„    Interest 

£      a.    d. 

7,600     0     0 

31   13     4 

£7,631   13     4 

£7,631   13     4 

1907. 
Mar.  31 

£      s.    d. 
2,000     0     0 
3,889  15     8 

£      s.    ii. 
5,631   13     4 

258     2     4 

£5,889  15     8 

£5,889  15     8 

1908. 
Mar.  31 

£      s.    d. 
2,000     0     0 
2,084     5     5 

'£      s.    d. 
3,889  15     8 

194     9     9 

£4,084     5     5 

£4,084     5     5 

1909. 
Mar    81 

£      s.    d. 

2,000     0     0 

188     9     8 

£      s.    d. 
2,084     5     ."> 

104     4     3 

£2,188     9     8 

£2,188     9     8 

1910. 
Mar.  31 

£      R.    d. 
197   18     2 

£      s.    d. 

188     9     8 

9     8     0 

£197  18     2 

£197  18     2 

(b)  Repayment  of  Outgoing   Partner's  share  of  Capital,  &c,  with  Interest  from 
date  of  Realisation  of  Assets. 

It  occasionally  happens  where  part  of  the  capital  is  represented 
by  assets,  which  will  take  some  time  to  realise,  that  interest  on  the 
proportion  of  capital  represented  by  those  particular  assets  is  only 
credited  as  and  from  the  date  of  realisation,  or  that  an  average  date 
is  struck  from  which  interest  is  to  run  at  a  fixed  rate. 
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ILLUSTRATION- 

A.  and   I'.,  are  partners,  arm-ring  three-fifths 
litiiii.  when  the  position  <>i'  the  Brm  is  as  Follows: 


.iii<!  two-fifths.      \    retiree  on  30th  Jane, 


A.   AND    B. 
BALANCE    SHEET,    30ra     Ji  m;.     1906. 


Sundry  Creditors 
Capital  Accounts 


. .  E1.280 
640 


,400 


1,900     0     0 


£3,300     0     0 


Office  Furniture 
Sundry  Debtors 
Cash 


£      b.   d. 
250     0     0 

t I     o 


£3,800     ••     0 


It  is  arranged  thai  A.  shall  receive  £1,000  for  his  share  of  Goodwill.      The  Office  Furniture 
is  in  be  taken  a!   £300, as  it  was  undervalued  in  the  books.      The  Creditors  were  paid  at  an 

average  date  of  six  months  and  the  Debtors  realised  ;ii  an  average  date  of  nine  i tths,  Bubject 

bo  a  loss  of  £160  bj  wa\  of  Bad  Debts.  A.  was  paid  £600  on  31st  July,  1906  £600  on  31s( 
December,  1906,  and  £600  on  3ls1  March,  1907.  The  final  settlement  takes  plan-  on  30th 
June,  1907,  interest  running  at  6  per  cent,  per  annum. 

Show  A.'s  Account  in  B.'s  books,  using  interest  columns. 
Dr.  PROFIT     AND     LOSS     ACCOUNT.  Or. 


To  Loss  on  l»'"k  Debte 


: 

150     (i     <• 


By  Office  Furniture 

I     ;  • :  t :  1 1  Accounts 

V.  three-fifths 

B.  two-fifths  of  £100 


£ 

i. 

d. 

50 

0 

0 

60 

0 

0 

4ii 

0 

0 

i\      ■ 

0 

A.    AND    B 
BALANCE    SHEET    FOR    PURPOSES    OF    SETTLEMENT. 


I.IUUI.HII  - 

Creditors 

i  ipiui  a.  com  ' 

A 

B 

£1,200 

ooo 

£ 
1,400 

1,800 

s.    d. 
0     0 

0     0 

Office  Furniture 

suii'irv  i  >.i.t. >r-  realised 



1      l   d. 

1    o    ii 

0     ii 

4HO      0     0 

.   . ._•. ,. . 

0     0 

0     0 

Note. — It  should  bo  remembered  thai  the  As>.t>  ami  Liabilities  arc  shared  by  the 
Partners  (as  between  themselves]  in  proportion  to  their  Capitals,  and  m>i  in  the  proportions 
in  which  they  share  profits  ami  losses.  This  i-  clearly  demonstr  ited  by  the  fact  that  the 
••  \,i  \^-i >te  "  [i.e.  assets  Less  liabilitiea)  equal  the  total  Capital  of  the  Partners,  which  belongs 
to  them  according  to  the  balance  standing  to  the  credit1  oi  their  respective  Capital  Accounts. 

Thus  in  the  above  illustration  the  N-'  Lssets  belong  to  the  Tanners  in  the  proportions 
oi  A    two. thirds,  li.  one-third. 
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Dr. 


A.    IN    ACCOUNT    WITH    B. 


Or. 


Interest. 

Principal. 

1 

Interest 

Principal. 

1906. 

£    s.  d. 

£     s.    d. 

1906. 

£     8.   d. 

£       s.  d. 

July  31 

To  Cash 

11 

22  18     4 

500     0     0 

July     1 

By     Office    Furniture 
two-thirds  x  300 . . 

12 

10    0    0 

200     0     0 

Dec.  31 

6 

12  10     0 

500     0     0 

„    Cash  two-thirds   x 

400 

12 

13    6    8 

266  13     4 

thirds  x  1,400 

6 

23     6     8 

933     6     8 

,,    Goodwill  as  agreed 

12 

50     0     0 

1,000     0     0 

1907. 

1907. 

Mar.  31 

„    Cash 

3 

6     5     0 

500     0     0 

Mar.  31 

„    Debtors  two-thirds 

June  30 

„    Interest:  Contra. . 

29     3     4 

x  2,500    . . 

3 

20  16     8 

1,666  13     4 

„    Cash 

729     3     4 

June  30 

„    Interest :  Contra . . 

29     3     4 

£94     3     4 

£3,162  10     0 

£94     3     4 

£3,162  10     0 

A.  therefore  receives  in  cash  the  following  sums  :- 

1906.  July  31  

December  31 

1907.  March    31 

June    30 


500  0  0 

500  0  0 

500  0  0 

729  3  4 


£2,229     3     4 


Representing  return  of  his  adjusted  Capital  £1,200  plus  £1,000,  Goodwill  plus 
£29  3s.  4d.   Interest. 


(c)  Repayment  of  Outgoing  Partner's  Capital,  &c  ,  by  way  of  Annuity. 

Where  a  partner  retires  or  dies,  his  Capital  and  his  share  of  the  Good- 
will, &c,  having  been  ascertained,  are  sometimes  paid  out  to  himself  or  his 
representatives  by  way  of  an  Annuity,  either  for  a  certain  term  of  years 
(determinable  in  any  case  by  death)  or  for  the  lifetime  of  himself  or 
his  widow. 

In  such  cases  as  far  as  the  Partnership  books  are  concerned  the 
most  convenient  method  of  dealing  with  the  matter  is  to  transfer  the 
amount  due  to  an  Annuity  Suspense  Account,  which  will  be  credited 
with  interest  at  a  fixed  rate  per  annum  on  the  diminishing  balance, 
and  debited  with  the  annual  payment.  If,  subsequently,  the  credit 
balance  is  exhausted  and  a  loss  is  sustained,  such  loss  will  be  written 
off  to  Profit  and  Loss  Account,  and  any  future  instalments  of  the 
annuity  debited  also  to  Profit  and  Loss  Account.  In  the  event  of  a 
profit  being  made,  the  balance  to  the  credit  of  the  Suspense  Account 
should  be  transferred  to  the  continuing  partners'  Capital  Accounts, 
in  the  proportion  in  which  they  share  profits,  although  it  would  be 
perfectly  justifiable  to  transfer  it  to  Profit  and  Loss. 
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The  balance  of  the  Annuity  Suspense  Account  at  the  commence- 
ment ot  the  transaction  and  at  the  date  of  each  Balance  Sheet  should 
represent  the  present  worth  of  the  annuity,  subject  to  variation  in  the 
expectation  of  life.  An  actuarial  valuation  for  the  adjustment  of  the 
Suspense  Account  might  be  made  periodically,  say  every  five  years, 
but  as  with  a  single  annuity  there  is  no  scope  for  the  law  ot  av< 
it  is  not  usual  to  do  this,  the  simpler  system  outlined  above  being 
adopted. 

Another  method  is  to  transfer  the  amount  standing  to  the  credit 
of  the  outgoing  partner  to  the  continuing  partners'  Capital  Accounts 
in  the  proportions  in  which  they  share  profits,  and  to  debit  Profit  and 
L«»>>  Account  with  the  payment  of  the  annuity.  This  is  not  advisable, 
however,  if  there  are  several  partners,  owing  to  the  complications  thai 
might  arise,  particularly  in  the  event  of  a  further  rearrangement  in 
the  partnership. 


§  7.— Sleeping,   Quasi   and    Limited    Partners. 

The  term  Sleeping  Partner  is  applied  to  a  partner  when  he  retires 
from  active  participation  in  the  business,  but  retains  his  capital  therein, 
and  probably  a  reduced  share  of  the  profits.  In  such  a  case  qo  change 
need  be  made  in  the  books. 

It  is  very  common  for  a  partner  to  retire  and  to  determine  his 
liability,  and  at  the  same  time  to  take  advantage  of  sub-section  (3d)  of 
section  2  of  the  Partnership  Act.  L890,  leaving  hi^  capital  in  the  business 
in  the  shape  of  a  loan,  receiving  interest  thereon  varying  with  the  profits. 
In  such  a  case  the  balance  to  the  credit  of  his  Capital  Account  should 
be  transferred  to  a  Loan  Account,  and  the  interest,  based  on  a  proportion 
of  the  profits;  should  be  regarded  as  an  expense  of  the  business.  Such 
an  individual  is  sometimes  termed  a  Quasi  Partner,  but  is  in  effect  simply 
a  defeired  creditor,  his  loan  not  being  repayable  until  after  all  the  outside 
creditors  o)i   the   firm  are  paid    in   full. 

A  Limited  Partnership  as  denned  by  the  Partnership  Act,  1'." '7. 
must  consist  of  one  or  more  persons  called  Genera]  Partners,  who  ahal] 
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be  liable  for  all  debts  and  obligations  of  the  firm ;  and  one  or  more  persons 
to  be  called  Limited  Partners,  who  shall  at  the  time  of  entering  into 
such  partnership  contribute  thereto  a  sum  or  sums  as  capital  or  property 
valued  at  a  stated  amount,  and  who  shall  not  be  liable  for  the  debts 
or  obligations  of  the  firm  beyond  the  amount  so  contributed.  A  Body 
Corporate  may  be  a  Limited  Partner. 

The  Act  contains  further  particulars  as  to  the  registration  of 
Limited  Partnerships,  and  modifications  of  general  partnership  law 
as  applied  to  them. 

As  regards  the  books  of  the  Limited  Partnership,  the  amount  of 
capital  contributed  by  the  Limited  Partner  should  be  placed  to  the 
credit  of  his  Capital  Account,  a  note  being  made  in  the  ledger  to  the 
effect  that  he  is  a  Limited  Partner.  Any  share  of  profits  or  interest 
on  capital  to  which  he  may  be  entitled  should  be  placed  to  the  credit 
of  his  Current  Account,  and  not  to  his  Capital  Account. 

It  is  important  to  observe  that  the  Act  provides  that  a  Limited 
Partner  shall  not,  during  the  continuance  of  the  partnership,  either 
directly  or  indirectly,  draw  out  or  receive  back  any  part  of  his  contri- 
bution, and  if  he  does  so  draw  out  or  receive  back  any  such  part  he 
shall  be  liable  for  the  debts  and  obligations  of  the  firm  to  the  extent 
of  the  amount  withdrawn. 


§  8. — Dissolution   of   Partnerships, 

(a)  Application  of  Section  44  of  the  Partnership  Act,  1890. 

In  the  absence  of  express  agreement  of  the  partners  to  the  contrary, 
section  44  of  the  Partnership  Act,  1890,  lays  down  the  rules  as  regards 
the  settling  of  accounts  between  the  partners  after  a  dissolution.  These 
are  as  follows  : — 

(a)  Losses,  including  losses   and   deficiencies    of    capital,    shall 

be  paid  first  out  of  profits,  next  out  of  capital,  and  lastly,  if  necessary, 

by  the  partners  individually  in   the  proportion  in  which  they  were 

entitled  to  share  profits. 
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(b)  The  assets  of  the  firm,  including  the  sums  (if  any),  contri- 
buted by  the  partners  to  make  up  losses  or  deficiencies  of  capital, 
shall  be  applied  in  the  following  manner  and  order  : — 

(1)  Jn  paying  the  debts  and  liabilities  of  the  firm  to  persona 
who  are  not  partners  therein  ; 

(2)  In  paying  to  each  partner  rateably  what  is  due  from 
the  firm  to  him  for  advances  as  distinguished  from  capital  : 

(3)  In  paying  to  each  partner  rateably  what   is  due  from 
the  firm  to  him  in  respect  of  capital  ; 

(4)  The  ultimate  residue  (if  any)  shall  be  divided  among 
the  partners  in  the  proportion  in  which  profits  are  divisible. 

Diversity  of  opinion  has  arisen  as  to  the  precise  meaning  to  be 
attached  to  this  section,  but  the  general  view  amongst  professional 
Accountants  as  to  its  application  is  as  follows: — Immediately  upon 
dissolution  a  Balance  Sheet  is  drawn  out,  showing  the  state  of  affairs 
as  at  that  date.  When  the  assets  have  been  realised  and  the  fin;  1  settle- 
ment is  to  be  made,  a  statement  is  drawn  up  showing  the  exact  profit 
or  loss  on  the  realisation  of  the  assets  in  relation  to  their  book  values 
as  shown  in  the  Balance  Sheet  drawn  up  at  the  time  of  dissolution. 
Such  profit  or  loss  is  divided  between  the  partners  in  the  proportions 
in  which  they  share  profits  or  losses,  being  credited  or  debited  to  their 
Capital  Accounts,  as  the  case  may  be.  The  liabilities  and  the  expenses  of 
dissolution  will  be  discharged  by  payment  of  cash.  Should  any  partner's 
Capital  Account  be  then  in  debit,  such  partner  is  required  to  introduce 
cash  to  that  extent.  It  will  then  he  found  that  the  remaining  balance 
of  cash  is  sufficient  to  pay  out  the  credit  balances  on  the  other  partners' 
Capital  Accounts,  thus  closing  the  books. 

If,  however,  one  or  more  of  the  partners  are  insolvent  and  unable 
to  pay  in  the  amount  due,  the  loss  incurred  should  theoretically  he  borne 
by  the  other  partners  in  the  same  ratio  as  they  shared  profits  and  loSSi  - 

previously  between  themselves.  It  must  he  pointed  out.  however,  that 
this  treatment  is  at  varianre  with  the  ruling  in  Oarner  v.  Murray,  where 
it  was  held  that  the  solvent  partners  were  only  Liable  to  make  Lr'>..<i  their 

share  of  the  deficiency,  and  that   the  remaining  assets  should  be  divided 
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between  the  partners  in  proportion  to   their   capitals.     This   question, 
however,  is  fully  discussed  subsequently  in  sub- section  (d). 

(b)   Formula  for  closing  Partnership  Books  on  Dissolution. 

Apart  from  special  circumstances,  the  following  outline  of  the  various 
steps  necessary  to  close  the  books  of  a  Partnership  may  be  found  useful : — 

(1)  Open  a  Realisation  of  Assets  Account,  debiting  such  account 
with  the  book  value  of  the  assets,  and  crediting  the  various  Asset 
Accounts.  The  Realisation  Account  will  also  be  debited  with  any 
expenses  on  realisation,  and  cash  credited. 

(2)  Debit  cash  and  credit  Realisation  Account  with  the  amount 
realised  on  the  sale  of  the  assets. 

Note. — Should  any  of  the  assets  he  taken  over  at  a  valuation  by  one  of  the 
partners,  debit  such  partner's  Capital  Account,  and  credit  Realisation  Account  with 
the  agreed  price. 

(3)  The  balance  of  the  Realisation  Account  will  then  show 
the  profit  or  loss  on  realisation,  which  will  be  divided  between  the 
partners  as  they  share  profits  and  losses.  In  the  case  of  a  loss, 
credit  Realisation  Account  and  debit  the  various  partners'  Capital 
Accounts,  and  in  the  case  of  a  profit  vice  versa. 

(4)  Pay  off  the  liabilities  by  crediting  cash  and  debiting  lia- 
bility accounts. 

(5)  Pay  off  partners'  advances  (if  any),  first  setting  off  any 
debit  balance  on  the  Capital  Account  of  a  partner  against  his  Advance 
Account. 

(6)  The  balance  of  the  Cash  Book  will  be  found  to  exactly 
equal  the  balances  on  the  various  Capital  Accounts,  provided  they 
are  in  credit,  therefore  credit  cash  and  debit  the  partners'  Capital 
Accounts  with  the  amounts  as  shown  by  the  balance  of  those  accounts 
to  be  due  to  them, 

Note. — Should  one  or  more  partners'  Capital  Accounts  be  in  debit,  the  cash  will 
be  insufficient  to  pay  back  to  the  other  partners  the  amount  due  to  them  by  such  an 
amount.  If  the  partner  or  partners  repay  to  the  firm  their  indebtedness,  the  other 
partners'  Capital  Accounts  can  then  be  closed.  If,  however,  they  are  unable  to  do 
so,  according  to  the  decision  in  Gamer  v.  Murray  such  loss  will  be  divided  between 
the  other  partners,  not  as  they  share  profits  and  losses,  but  in  proportion  to  their  Capitals. 
An  adjusting  entry  will  then  be  put  through  to  close  the  Capital  Accounts. 
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The  following  are  cases  showing  the   Winding-up  of   Partnerships 

under  varying  circumstances  : — 


(1)   Where  on   Dissolution  of   Partnership  there  is  a   Profit  on   the  Realisation  of 
the  Assets, 

ILLUSTRATION- 

X.  .mil  V.  ore  in  partnership  sharing  profits,  five-eighths  and  three-eighths.  Thej  agree 
i"  dissolve  partnership,  and  their  Balance  Sheet  at  tin-  date  ol  dissolution,  3ls1  December, 
1907,  in  as  follows  : — 

X.     AND     Y 
BALANCE    SHEET,    31st    Decembku,     1907. 


Assi.ts. 


Creditors 
Capital  Accounts 
x. 


1,600    o    a  Premises 
Stock 
£1,500  Debtors 
1,800                                      Cash 
2,800     o     a 


£4,300     0     0 


1,200     ii 

1.4 

1.1 1 

600     0 

ii 
0 

£4,300     0 

0 

The  winding-up  is  completed    by  30th  June,  1908,  the  assets  other  than  oaafa  realising 

£4,500.     Close  the  books  of  the  firm. 


Dr. 


REALISATION     A.CCOUNT. 


1907. 

Hit      M         'I'i.   Sim.lrv   Assets     .. 

1008, 
June  8 1       ..   Profll  transferred  to 
Capital  Accounts 

>..  dve-etohths      £600 
Y   threo-i'iRhths      300 


£      s.    (1. 
3,700     0     0 


1908. 

Jane  :<"       By  Cash 


£4,500     0     0 


4,500     0     0 


£4,500     0     o 


/';-. 


1008 
Tone  80       To  Casta 


SUNDRY     CRKIHTo  RS. 


I  1907. 

1,500     0     0  Dec.   SI 


rr. 


£      s.   d. 
,500     0     0 




A.      UAl'l  1  .\li 

£     a.  ,i. 
2,000     ii     n 

\»   <    <  M 

J  JN  1. 

1 

L908. 

.liiiw  :;n 

Jane  B0 

IV'      r..l':ilir.' 

..     B                               nut   .  . 

-  ,1. 

i.:. o 

i-.iH ii 
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Dr. 

Y.    CAPITAL 

ACCOUNT. 

Or. 

1908. 
June  30 

To  Cash 

£          s.    d. 
1,600     0     0 

1907. 
Dec.  31 

1908. 
June  30 

By  Balance 
,,    Realisation  Account  . . 

£ 
1,300 

300 

s.      d. 
0     0 

0     0 

£1,600     0     0 

£1,600 

0     0 

Dr. 

CASH. 

(Jr. 

1907. 
Dec.   31 

1908. 
June  30 

To  Balance     . . 
„    Realisation  Account 

£      s.    (1. 
600      0      0 

4,500     0     0 

1908. 
June  30 

By  Creditors 

Capital  Accounts : — 

X £2,000 

Y 1,600 

£ 
1,500 

3,600 

s.   d. 
0     0 

0     0 

£5,100     0     0 

£5,100 

0     0 

(2)   Where    on   Dissolution   of    Partnership   the    Liabilities   are    paid    in    full,   but 
there  is  a  loss  on  the  realisation  of  the  Assets. 

ILLUSTRATION- 

D.,  E.  and  F.  sharing  profits  and  losses,  half,  one-third  and  one-sixth  respectively,  dissolve 
partnership.  At  the  date  of  dissolution  their  creditors  amount  to  £2,300,  and  in  the  course 
of  winding-up  a  contingent  liability  of  £200  not  brought  into  the  accounts  matured  and  had 
to  be  met.  Their  Capitals  stood  at  £6,000,  £4,000  and  £1,500  respectively.  D.  had  lent  to 
the  firm  in  addition  £2,000.     The  assets  realised  £10,000.     Close  the  books  of  the  firm. 


Dr. 

REALISATION     ACCOUNT. 

Or. 

To  Book  value 
„  Contingent 

of 

ial 

Assets 

ility  matured 

£      s.    d. 

15,800     0     0 
5!00     0     0 

By  Cash 

„    Loss     transferred     to 
Accounts  : — 

D.  one-half     . . 

E.  one-third    .  . 

F.  one-sixth    . . 

Capital 

. .  £3,000 
. .    2,000 
. .    1,000 

£ 
10,000 

6,000 

s.   d. 
0    0 

0     0 

£16,000     0     0 

£16,000 

0       II 

Dr. 

SUNDRY     CREDITORS. 

Cr. 

To  Cash      .. 

£      s.   d. 
2,500     0     0 

By  Balance 
„    Realisation  Account : — 

Contingent  liability  matured 

£ 
2,300 

200 

s.    d. 
0     0 

0     0 

£2,500     0     0 

£2,500 

0     0 

Dr. 

D.    LOAN    ACCOUNT. 

Or. 

£      s.    d. 
2,000     0     0 

By  Balance 

£ 
2,000 

s.   d. 

Dr. 


To  Realisation   A< 
..  Cash 


Dr 


To  Realisatiu 
.,  Cash 


Account:   Loss 
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I).    CAPITAL     ACCOUNT. 


£ 

<1. 

3,000 

ii 

ii 

8,000 

0 

n 

£6,000 

(i 

n 

E.    CAPITAL      ACCOUNT. 


I'm  Realisation    Account  :    Loss 

..  •  ash      ... 


£  b.  d. 

2,000  ii  ii 

:;,iiiiii  ii  ii 

£4,000  'i  0 


By  Balance 


CAPITAL     ACCOUNT 


By  Balance 


£ 

d. 

1,000 

ii 

0 

.-,1111 

ii 

ii 

£1,600 

n 

° 

111 

Cr. 


a     ».  <i. 

0      11 

£8,0 i    ii 

Or. 

£      s.    d. 

>. 

£4,000     ii     ii 

Cr. 

£       B.    .1 
1,500     i'     " 

M.: ii 

Dr. 


CASH. 


To   Utilisation    Account 


£      s.    d. 

t: 

B.     .1 

1(1.1111(1    II    II 

By  Creditors 

•-'..".•Mi 

0     o 

..    D.  Loan  Account  . . 

..mi. 

II    a 

„    D.  Capital  Account 

3,000 

0      0 

..     K. 

^.imii 

0     0 

..     1'. 

.Mm 

o    n 

£10,000     0     0 

£10,000 

0      0 

Note  to  Illustration. 

When  the  book  value  of  the  assets  is  not  given,  but  only  the  amount  they  realise,  the 
figure  to  be  placed  to  the  debit  of  the  Realisation  Account  representing  the  book  valve  "t  the 
assets  must  be  equivalent  to  the  total  of  the  Creditors  and  Capitals  added  together,  since 
the  total  of  one  side  of  a  Balance  Sheet  must  he  equal  to  the  total  of  the  other. 


(:!)  Where  on  Dissolution  of  Partnership  there  is  a  loss  on  the  realisation  of 
the  Assets,  placing  one  partner's  Capital  Account  in  debit  temporarily, 
obliging,  him  to  bring  in  cash  to  that  extent. 

ILLUSTRATION 

.1.  and  P.  are  in  partnership,  with  capitals  of  £700  and  £100.  The  Creditors  are  £2,300. 
Tin'  assets  realise  £1,900.  Partners  share  protits  and  losses  equally.  Close  the  books  of  the 
linn,  1*.  having  brought   in  the  amount   payable  by  him. 


lh. 


REALISATION      ACCOTN  I'. 


t 

100 


>;>it.-il    Ai 

.i    one-ball 

P.  onc-liill 


£ 
1,000 

0 

.1 
II 

600 

twin 

ii 
0 

II 
II 

£:f.n>'i 

•  I 

II 
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J.    CAPITAL     ACCOUNT. 


Or. 


To  Realisation  Account . 
.,  Cash      .. 

Loss 

£      s.    d. 
600     0     0 
100     0     0 

By  Balance 

£ 
700 

£700 

s.    d. 
0     0 

£700     0     0 

0     0 

Dr. 

P.    CAPITAL 

ACCOUNT. 

Gr. 

To  Realisation  Account : 

Loss 

£      s.    (1. 
600     0     0 

By  Balance 
;      „    Cash             

£ 
100 
500 

s.  d. 
0     0 
0     0 

£600     0     0 

£600 

0     0 

Dr. 

CREDITORS. 

Gr. 

To  Cash 

£2,300     0     0 

By  Balance 

£2,300 

0     0 

Dr. 

CA 

3H. 

Gr. 

To  Realisation  Account 
„  P.  Capital  Account    . 

£      s.    d. 

1,900     0     0 

500     0     0 

By  Creditors 
„    J.  Capital  Account 

£ 

2,300 

100 

s.    d. 
0     0 
0     0 

£2,400     0     0 

£2,400 

0     0 

(4)  Where  on  Dissolution  of  Partnership  there  is  a  loss  on  the  realisation  of  the 
Assets,  placing  one  partner's  Capital  Account  permanently  in  debit,  he 
being  insolvent,  and  the  rule  in  Garner  v.  Murray  being  applied. 

1LLUSTRATION- 

A.,  B.  and  C.  are  in  partnership,  sharing  profits,  four-sevenths,  two-sevenths  and  one- 
seventh  respectively.  They  dissolve  partnership  as  at  31st  December,  1907,  and  their  Balance 
Sheet  as  at  that  date  is  as  follows  : — 

A.,    B.    AND    C. 
BALANCE    SHEET,    31st    December,    1907. 


Liabilities.                                   £     s.  d. 
Creditors                 . .          . .          . .          . .             7,000     0     0 

Capital  Accounts  : — 

A £3,512 

B 1,188 

4,700     0     0 

ASSETS. 

Goodwill 
Premises 
Office  Furniture 

Stock       

Debtors 

Bills  Receivable 
Cash 

Capital  Account — 
C.  overdrawn 

£  s.  d. 
1,000  0  0 
3,000     0     0 

500  0  0 
2,000  0  0 
3,000     0     0 

500  0  0 
1,500     0     0 

200     0     0 

£11,700     0     0 

£11,700     0     0 

The  Premises  realised  £2,600,  and  the  Office  Furniture  £250.  The  Stock  is  taken  over 
by  A.,  at  an  agreed  valuation  of  £1,500,  to  be  treated  as  withdrawal  of  Capital ;  the  Bills  proved 
worthless,  and  further  bad  debts  are  sustained  to  the  extent  of  £234. 
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C.  is  subsequently  adjudicated  Bankrupt,  and  is  unable  t<>  contribute  anything  towards 

the  amount  due  l>y  him  to  the  firm. 

A.  and   B.,  however,  make    good    their    proportions  <>i    the  deficiency,  and  divide  the 

remaining  assets  according  to  the  ruling  in  Qarner  v.   Murray. 

Close  the  books  of  tin'  linn,  making  the  necessary  adjustments  in  accordance  with  tin; 
above  information. 


Dr. 


KKALISATION      ACCOUNT. 


Or. 


To  Goodwill          

„  Premises 

,,  Office  Furniture 

.,  Stock 

.,   Debtors 

„   Bills  Receivable 

£     s.  d. 

1,000     0     0 
8,000    0    0 

600     0     0 
2,000     0     0 
8,000     0     0 

500     0     0 

By  1                   

..    a.  Capital  Account  for  Stock 
,,    Loss  on  Realisat  1 

itiil  Account   four- 
gi  vi  ntha  ol  £2,884          1,648 
B.    ..  two-sevenths  ., 

nth     .,              412 

E 

1,1 

2,864 

ft.    d. 
0     0 
0     0 

0     0 

ilo.o. 

£10,000 

0     0 

Dr. 

CASH 

BOOK. 

' 

To  Balance 

„  Realisation  Account  : 
Premises 
Office  Furniture 
Book  Debts 

To  Balance           

.  £2,600 
850 

.     2,766 

£     s.  d. 
1,500     ii     ii 

5,616    0    0 

By  Creditors 
.,    Balance 

Bj   A.  Capital  Account 

„'     IS. 

£ 

7. 

116 

-.  .1. 

0     o 

q    ii 

£7,116     0     0 

£7,116 

0     0 

£      ».   d. 
116     ii     ii 

£ 
- 

8.     d. 

o    ,. 
II    (1 

mts    ii    n 

£116 

Q       o 

Dr. 

A.    CAPITA] 

£       s.    .!. 

1,500     0     ii 

1,646     ii     ii 

364     ii     ii 

ACCOUNT. 

Or. 

rb  Stock  ;it  agreed  valuation 
,,   Loss  on  Realisation  . . 
..   Balance 

To  ('.  Capital  Account  one-lialf 

..    C  :nll 

of   £012 

By  Balance                    

Bj    Balano                   

£ 
1,512 

0     ii 

0     0 

I J 

o    0 

£      s.    .1. 
306     0     ii 

-     0     i) 

• 

a.  d. 

0     ii 

|      o     ii 

0     n 

Dr. 

15.    CAPITA] 

\.     «     Ml      \     1 

n  .'ii  Realisation    . . 
•  ■    Balance 

To  c.  Capital  Account  one-halt 
••  Cash 

of    E619 

£       B.    .1 
324     0     0 

o    0 

net 
Bj    Balance       

1,188 

-.  .1 

0     o 

£1,188     ii     ii 

£1,188 

1 

0     o 
0     0 



-     ,1. 

o   a 

o   a 
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C.    CAPITAL     ACCOUNT. 


Or. 


To  Balance  overdrawn    . . 
„   Loss  on  Realisation 

£      s.    d. 
200     0     0 
412     0     0 

By  Balance 

By  A.  Capital  Account, 
„     B. 

one-half 

£      s.    d. 
612     0     0 

£612     0     0 

£612     0     0 

To  Balance             

£      s.    d. 
612     0     0 

£      8.    d. 
306     0     0 
306     0     0 

£612     0     0 

£612     0     0 

Dr. 


BALANCE    SHEET    FOR    FINAL    SETTLEMENT. 


Or. 


To  Capitals  : — 

A 

B 

£      s.    d. 

364     0     0 
364     0     0 

By  Cash             

,,    C.  Capital  overdrawn 

£      s.    d. 
116     0     0 

612     0     0 

£728     0     0 

£728     0     0 

Thus,  according  to  the  decision  in  Gamer  v.  Murray,  the  remaining  asset,  i.e.  Cash  £116, 
is  divisible  between  A.  and  B.  in  proportion  to  their  Capitals,  or  in  other  words  the  loss  in 
respect  of  C.'s  overdrawn  Capital  is  to  be  borne  by  them  in  proportion  to  their  Capital,  which 
in  this  case  is  equal. 

Consequently  a  Journal  entry  will  be  made  crediting  C.'s  Capital  Account  with  £612, 
and  debiting  A.  and  B.'s  Capitals  with  £306  each. 

The  Cash  Balance  will  then  be  found  to  exactly  pay  to  them  the  balance  standing  to  the 
credit  of  their  respective  Capital  Accounts. 


Note  to  Illustration. 

From  an  accountancy  point  of. view  it  is  difficult  to  see  the  logic  of  the  decision  in  the 
case  of  Garner  v.  Murray. 

In  the  illustration  given  it  will  be  seen  that  A.  takes  over  the  stock  at  an  agreed  valuation 
of  £1,500,  and  provided  all  the  creditors  are  paid  in  full,  and  moreover  provided  the  partners 
agree  that  they  could  not  obtain  a  better  price  outside,  there  is  nothing  to  be  said  against  the 
transaction. 

But  the  vital  point  to  be  considered  is  that  it  makes  all  the  difference  to  B.  in  the  division 
between  himself  and  A.  of  the  loss  sustained  through  the  insolvency  of  C.  If  the  Stock  was 
sold  to  an  outsider  for  exactly  the  same  figure,  or  if  A.  paid  for  it  in  cash,  it  would  make  no 
difference  whatever  to  the  amount  of  the  loss,  but  the  balance  standing  to  the  credit  of  A.'s 
Capital  Account  would  be  correspondingly  greater,  and  in  this  illustration  considerably 
greater  than  B.'s  Capital.  Consequently  as  the  loss  is  divided  in  proportion  to  the  balances 
of  their  Capital  Accounts,  A.  would  bear  a  larger  share  thereof. 

The  Accountant  is  confronted  with  the  difficulty  of  deciding  exactly  how  to  apply  the 
ruling  in  this  case  to  other  similar  casts. 

What  is  the  precise  meaning  of  the  Judge's  decision  that  "  each  separate  partner  was 
limited  to  making  good  his  share  of  the  deficiency"? 
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It  has  been  taken  to  mean  : — 

(l)  Thai   the  Bolvenl   partners  shall  pay  into  the  firm's   Banking  Aooounl  « ■  :t - 1 1 

equal  in  amounl  to  their  proporti !'  the  deficiency,  divided  a-  they  share  profits  ami 

losses,  and  ignoring  altogether,  for  the  time  being,  1 1 1  -  -  proportion  applicable  to  the 
insolvent  partner.  Further,  thai  such  cash  shall  be  credited  to  the  individual  partner's 
Capita]  Accounts  concerned  a-  it  they  bad  introduced  temporarily  further  Capital. 

(•_')  Thai  tlie  solvent  partners  shall  paj  cash  in  a-  above,  ami  thai  the  same  -hall 
be  credited,  not  to  their  respective  Capital  Accounts,  bu1  to  the  Realisation  Looount, 
thus  making  good  their  proportion  of  the  deficiency. 

(:{)  That  the  deficiency  shall  lie  divided  between  the  partners  a-  fchej  Bhare  profits 
ami  Losses,  and  debited,  a-  in  the  illustration  given,  to  their  respective  Capital  Accounts. 
In  this  case  no  further  cash  whatever  is  introduced. 

Dealing  with  these  three  interpretations  seriatim,  a-  regards 

(1)  There  is  n«»  reason  why  further  cash  should  be  introduced,  provided  all  tin- 
outside  Creditors  have  been  satisfied,  and  the  solvent  partners'  Capital  Account-  are 
in  credit.  It  is  conceivable  thai  one  of  the  solvent  partners  mighl  find  il  absolutely 
impossible  to  introduce  further  cash,  having  invested  his  all  in  the  business.  Under 
such  circumstances  it  is  unreasonable  to  ezpeel  such  partner  to  borrow  money  at  possibly 
a  ureal  pecuniary  loss  to  himself,  when  In-  has  already  an  amounl  standing  to  hi-  oredil 
in  the  business.     Further,  if  cash  is  introduced,  there  i-  no  necessity  to  treat  the  same 

a-  a  further  addition  to  Capital.  Presumably  the  cash  is  paid  in  to  eliminate  tin-  pro- 
portion of  the  dei.it  balance  of  the  Profil  and  Loss  Account  [i.e.  the  deficit)  applicable 
to  the  Bolvenl  partners,  bul  this  can  only  be  effected  by  crediting  their  respective  Capita] 
Accounts  if  the  io>s  has  previously  been  debited  thereto. 

The  main  point  to  lie  home  in  mind  is  that  the  amount  of  cash  introduced  in  this 
way  by  each  partner  i-  fixed  according  to  the  proportions  in  which  the  partners  share 
profits  ami  losses,  whereas  the  ultimate  deficit  i-  borne  in  proportion  to  their  Capitals. 

If.  therefore,  cash  La  introduced  it  should  lie  applied  in  reducing  the  deficit, 
Leaving  only  the  Lnsolvenl  partner's  -hare  of  such  deficit,  together  with  any  balance 
overdrawn  by  him  on  Capital  Account,  to  he  borne  i>.\  th<  -  .Kent  partners  in  proportion 
to  their  Capital.     If  this  is  not  done  the  net  resull  i-  thai  tin-  Bolvenl  partners  do  mil 

hear  their  correct   shares  of  the  deficit,  the  greater  burden  falling  on  the  Bolvenl    partner 

having  the  Larger  balance  to  the  oredil  of  bis  Capital  Account,  who,  in  consequence, 
hear-  the  larger  proportion  of  the  Lnsolvenl   partn  r's  Bhare  of  the  deficiency. 

(2)    As  indicated  above,  tin-  i-  far  more  equitable  than   No.  I.  hut    tin-  introduction 

of  further  cash  Beems  under  the  circumstances  wholly  unnecessary. 

C!)  The  advantage  of  this  method  i-  thai  each  of  the  Bolvenl  partners  hear-  his 

actual  share  of  the  deliciency  out  of  the  Capital  already  to  hi-  credit,  without  having 
to   introduce  further  cash,  and     the  |0B8   to   he   borne   in    proportion    t"   their  Capital-    i- 

limited  to  the  Loss  sustained  through  the  Lnsolvenl  partner.     Tin-  would  seem  to  he  in 
accordance  with  section    it  ..i  the  Partnership  Act.   L890,  which  -tat.--  that   "lost 
including  Losses  ami  deficiencies  of  capital,  -hall  be  paid  first  out  of  profits,  nexl  out 
of  capital,  ami    Lastly,  if  necessary,  by  the  partner-  individually  in   the  proportion  in 

which   the\    were  entitled   to  share   profits," 

11  •_> 
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The  apparent  weakness  of  this  legal  decision  is  clearly  exposed  by  the  fact  that  under 
each  of  these  interpretations  the  division  of  the  loss  between  the  partners  is  different. 

Further,  even  though  the  third  interpretation  is  the  most  equitable,  in  an  extreme  case 
where  one  solvent  partner  has  a  considerable  capital  left  in  the  business,  and  a  second,  though 
solvent,  has  no  balance  either  way  on  Capital  Account,  the  solvent  partner  with  capital  in 
the  business  bears  the  whole  burden  of  the  insolvent  partner's  deficiency. 

The  following  Balance  Sheet  illustrates  the  contention  : — 


Dr. 

BALANCE     SHEET,    A.,    B.    AND    C. 

Cr. 

Capital  A 

„       B 

£      s.    d. 

1,000     0     0 

Nil 

Capital  C.  overdrawn  . . 

£      s.    d. 
1,000     0     0 

£1,000     0     0 

£1,000     0     0 

From  a  common  sense  point  of  view  therefore,  as  apart  from  the  legal  aspect,  there  would 
seem  to  be  no  grounds  for  regarding  the  loss  sustained  by  reason  of  a  defaulting  partner  as 
differing  from  an  ordinary  partnership  loss,  to  be  borne  as  between  the  solvent  partners  in  the 
same  ratio  as  they  share  profits  inter  se. 


(5)  The  Conversion  of  a  Private  Firm  into  a  Limited  Company. 

It  is  frequently  the  modern  practice  to  convert  a  private  business 
into  a  limited  Company,  either  of  a  private  nature,  in  which  case  the 
shares  will  be  held  by  the  families  concerned,  or  of  a  public  nature,  when 
shares  or  debentures  may  be  offered  to  the  public. 

This  is  done  for  many  reasons,  the  principal  among  which  are  the 
limitation  of  personal  liability  of  the  partners,  and  the  facilitation  of 
treatment  of  large  sums  of  capital  in  the  event  of  the  death  of  one  or 
more  of  the  partners. 

In  such  a  case  the  books  of  the  firm  should  be  closed,  and  new  books 
opened  for  the  Company.  The  following  will  be  the  procedure  for 
closing  the  firm's  books  : — 

( 1 )  Debit  a  Realisation  Account,  and  credit  the  various  assets  taken 

over  by  the  new  concern. 

(2)  Debit  the  liabilities  taken  over  by  the  new  concern,  and  credit 

Realisation  Account. 

(3)  Debit  a  Purchasing  Company's  Account,  and  credit  Realisation 

Account  with  the  purchase  price  of  the  net  assets  taken  over. 

Note. — The  term  "  net  assets  "  means  the  assets  less  the  liabilities. 
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(4)  The  balance  on  the  Realisation  Account,  after  debiting  expenses 

(if  any),  will  represent  the  profit  or  loss  on  realisation  of  the 
net  assets  taken  over,  and  will  be  divided  between  the  partners 
in  the  proportions  in  which  they  Bhare  profits  and  1<  ages.  If  a 
profit,  debit  the  Realisation  Account  and  credil  the  various 
Capital  Accounts:    if  a  loss,  via   r<,-.«i. 

(5)  Debit   the  various  asset  accounts,  such  as  Cash.  Shares,  Deben- 

tures, &c,  representing  the  purchase  consideration,  and  credil 
the  Purchasing  Company. 

(6)  Pay  off  any  liabilities  not  taken  over  by  the  new   Company  (if 
any)  by  crediting  cash  and  debiting  the  liabilities. 

(7)  Distribute  the  Shares,  Debentures,  &c,  by  crediting  those  accounts 

and  debiting  the  partners'  Capital  Accounts  in  the  agreed 
proportions. 

(8)  The  only  balances  remaining  will   be  the  capital  accounts  and 

the  cash,  which  should  equal  one  another,  and  the  partners 
should  therefore  be  paid  off  according  to  the  balances  standing 
to  their  credit. 


ILLUSTRATION- 

The  firm  of  J.,  s.  Mini  \\.  decide  to  turn  their  business  into  a  Limited  Company.     Their 

Balance  sheet  m  as  follows: — 

.i..    s.    AN1>    i;. 


Dr. 


B  GLANCE    SHEET,    30th    •'<  m ..     L908. 


bade  Creditors 
Lou  on  Mortgage 
Capital  Accounts  : 

J. 


£26, 

15,000 
10,000 


£  3.     (1. 

68,800     n     'i 
20,000     0     0 


60,000     ii     0 


£133.300     0     0 


ASS1  H 

Freehold  Property 

Plant 

Fixtures,  Fittings  and  Furniture 

Stock-in-Trade 

Sundry  Debtors 
/•  n  Reserve 


•   Bank 

.,    in  Sand 


:u 


10,900 
1,600 


4,570     0     0 


i      0      1) 


They  shaif   profits— J.    four-ninths,  S.    three  ninth-.    R.    two-ninths.      The    purchase  OOn- 

BideratioD  was  £86,000  (the  Company  taking  over  all  the  assets  and  uabuites  except  the  loan  on 
mortgage),  and  was  payable  aa  to  £26,000  in  cash.  £20,000  in  5  per  Cent  Mortgage  Debentures 
and  £40,000  in  Ordinary  Shares.     Expenses  amounting  to  £600  were  payable  by  the  firm. 

twwTiming  the  transactions  to  have  been  carried  through  and  the  loan  on  mortgage  paid 
off,  dose  the  books  of  the  firm,  the  debentures  and  share-.  &c  .  being  divided  in  proportion 
to  the  capitals  as  shown  in  the  above  Balance  sheet. 
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To  Sundry  Assets 

„  Expenses 

„   Capital  Accounts,  being  profit  :  — 

J.    four-ninths        .  .  .  .  £6,40(1 

S.   three-ninths      . .  . .    4,800 

R.  two-ninths        . .         . .    3,200 


£  s.    d. 

133,300     0     0 

600     0     O 


14,400     0     0 


By  Trade  Creditors 
„     Purchasing  Company 


Or. 


£  s.  d. 
63,300  0  0 
8f»,000     0     0 


£14*. 300     0     0 


Dr. 

LOAN     ON     MORTGAGE. 

Gr. 

To  Cash 

£        s.  d. 
20.000     0     0 

By  Balance 

&        s.  d. 

20,000    0     0 

Dr.                                                 PURCHASING     COMPANY. 

Or. 

To  Realisation  Account  . . 

£         s.    d. 
85,000     0     0 

By  Cash              

,,    Debentures  . . 

„    Ordinary  Shares     . . 

£        s.   d, 
25,000     0     0 
20,000     0     0 
40,000     0     0 

£85,000     0     0 

£85,000     0     0 

Dr. 


DEBENTURES. 


Cr. 


To  Purchasing  Company 

£         s.    d. 
20,000     0     0 

By  J.  Capital  Account  |-§    . . 

£        s.   d. 
10,000     0     0 

„  s.     „         „        H  ••       •• 

6,000     0     0 

„    R-     „       .     „           M   ".        •• 

4,000     0     0 

£20,000     0     0 

£20,000     0     0 

Dr. 


ORDINARY     SHARES. 


Cr. 


To  Purchasing  Company 

£         s.    d. 
40,000     0     0 

By  J.  Capital  Account  ?  jj- 

£          s.    d. 
20,000     0     0 

„    s.        „            „         >A     ..         .. 

12,000     0     0 

„    R-       „            „        U     -.         •• 

8,000     0     0 

£40,000     0     0 

£40,000     0     0 

Dr. 


J.     CAPITAL     ACCOUNT. 


To  Debentures 

.,   Ordinary  Shares 
„   Cash       .. 


£  s.  d. 

10,000  0  0 

20,000  0  0 

1,400  0  0 


£31,400      0      0 


By  Balance 
,,    Realisation  Account 


£  s.  d. 
25.000  0  0 
6,400     0     0 


£31,400      0      0 


Dr. 
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Il«> 


'I'n  Debenturea 
„  Ordinary  Shares 

..  Cash 

E 

•'., i    ip 

1-. 

1,800     «i     ii 

Bj    Balance        

,.     Eh  aliaation  ha nl 



ii    ii 

£19,800    ii     ii 

I'r. 

R.    CAPITAL     ACCOUNT. 

( 7. 

I'n  Debentures 

,,  Ordinary  Shares 

„  Oasti 

E        s      .1 

1.000  0     " 

5.1  11  III        II        II 

1,200     ii     n 

i  ',   Bal  ince 

..  Realisation  Account . . 

.1 

in. 

■  I    ii 

£13,200     n     n 



Dr. 


CASH      ACCOUNT. 


Or. 


£         s.    d. 

E         -    .1 

'I'n  Purchasing  C 

impany 

25,000     o     0 

Bj    i  oan  "'i  Mortgage 

,,        K\|icll-t'- 

„    Capital  Accounts  : — 

b!    '.'.      '.'.      '■'■ 

i; 

. .  £1,400 
..     1,800 
..     1,200 

20,000     'i     ii 

600     ii     ii 

4.4"( 

£26,000     0     0 

£25, 

Note  to   Illustration. 

The  ultimate  balance  of  Cash,  \i/..  £4,400,  i>  divided  between  the  partners  bm rding 

to  the  balances  of  their  respective  Capital  Accounts,  after  dividing  up  the  Debenture!  and 
Blares  between  them,  and  lias  n<>  connection  whatever  with  the  proportions  of  Capital  prior 
to  such  distribution,  or  the  proportions  in  which  they  share  profits  ami  Losses. 


!  9.     Joint  Venture   Accounts. 

Joint  Venture  is  defined  in  "  Bell's  Principles,"  Art  392,  as  follows  : 
p  Joint  Adventure  or  Joint  Trade  is  a  partnership  routined  to  a  par- 
ticular adventure,  speculation,  course  of  trade  or  voyage,  and  in  which 
the  partners,  either  Latent  or  known,  use  no  firm  or  social  name,  and 
incur  no  responsibility  beyond  the  limits  of  the  adventure."  According 
to  Pollock,  in  his  "  Digest   of  the  Law  of   Partnership,"  the  incident-    of 
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Joint  Adventure  cannot  be  distinguished  in  any  way  from  those  of  a 
Partnership. 

In   actual   practice    cases   of   Joint   Adventure   resolve   themselves 
broadly  into  two  classes  : — 


(a)   Where  a    separate  set  of  books   is  opened  for  the  transactions  of  the    Joint 
Venture   and   a  joint    Banking  Account  utilised. 

Iii  such  a  case  the  transactions  are  recorded  in  a  precisely  similar 
manner  to  those  of  ordinary  partnerships,  each  partner's  Capital  Account 
being  credited  with  the  amount  which  he  pays  in  to  the  Joint  Account. 
Interest  on  Capital  is  usually  taken  into  consideration,  and  the  profits 
or  losses  are  divided  according  to  the  shares  agreed  upon. 


ILLUSTRATION- 

A.  and  B.  were  partners  in  a  joint  venture  in  Timber,  sharing  profits,  two-thirds  and 
one-third  respectively.  A  Banking  Account  in  their  joint  names  is  opened  on  the  1st  January, 
1908,  A.  paying  into  the  same  £700,  and  B.  £850. 

The  transactions  were  as  follows  : — 


1908. 
Jan. 


Feb.   20 


„     26 

Mar.  17 


April  21 
30 


Purchased  from  F.  Dapouta  Cargo  of  Timber  valued  net 

Accepted  draft  for  same  at  one  month 

Faid  Freight  and  Expenses  to  Liverpool 

Sold  T.  Stephens  &  Sons  Logs 

Received  Cash  less  5  %      . . 

Bought  for  Cash  from  Lehman  &  Co.  Cargo  of  Timber,  net 

Faid  Freight  and  Expenses  to  Hull 

Sold  M.  White  &  Co.  Deals,  net 

Received  his  acceptance  oue  month 

Sold  for  Cash  to  M.  Black  &  Co.  Cargo  purchased  from  Lehman  &  Co. 

Stock  balance  of  Laponta's  Cargo  valued  at     . . 


£   s.  d. 

665  0  0 

665  0  0 

142  10  0 
180  0 


0 

0  0 
0  0 
125  0  0 
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The  Venture  was  closed  on  April  30th,  1908,  by  B.  taking  over  the  Stock  at  an  agreed 
valuation  of  £320,  less  10  per  cent. 

Adjust  the  accounts  as  between  the  partners  at  30th  April,  1908,  allowing  interest  on 
the  amounts  at  5  per  cent,  per  annum,  and  show — 

(1)  The  Joint  Venture  Account. 

(2)  The  Partners'  Capital  Accounts. 

(3)  The  Joint  Cash  Account. 

(4)  The  Joint  Bills  Receivable  and  Payable  Accounts. 


Dr. 
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To  Purchases  : 

i     Daponta 
Lehman  .\  Co. 

..   Freight  &  Expena 
Liverpool    .. 

Mull 


.,    Discount 

,,   Interest  on  <  'apital 

A 

B 

„  Balance,  being  Profit  : 
\.  Two-thuds 

1*.  Oni'-thinl 


665 

0 

0 

800 

ii 

0 

142 

in 

0 

126 

0 

II 

II 

13 

4 

1 1 

3 

1 

287 

■J. 

:; 

18  1 

1  1 

1 

100   i  I      ' 
£2,168     0     0 


£  i.  .1. 

i     -•               fcfi   til      180  ii  'I 

M.  White  .•.  •  'I  ii 

M.  Black  A  Co.     ..  1,400  0  0 


B.  Capital  Account :  \  ilu 
t :ikf  1 1  over,  /<  h  10  ".,   . . 


Dr. 


A.    GAPITAL     ACCOUNT. 


1908. 
April  80      To  Cash 


.iu».     l        By  Cash 
April  30        ..    Entered  on  Capital 
..    Profll    .. 


Dr. 


P>.     CAPITAL     ACCOUNT. 
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cash     BOOK. 


1808, 

Jim.      1 

Kb.  81 

April  20 
..     81 

To  a.  Capita]  Account 

..  b: 

..   T.  Sti  phi  u  t  sons 
,,    Hills  Receivable 
'  ash  Sales  : — 
M.  Black  A  Co. 

To  Balance 

Tun 
850 

171 

1  100 

>. 
n 
ii 
0 
0 

11 

d. 

ii 

0 

ii 
ii 

0 

1  K». 
Jan.   ii 

..     88 

Uar.  17 

April  SO 

April  80 

B]   Freight  and  Bxp 
Bills  Payable 

Lehman  ft  Co 

.,    ir.  tghl  and  Bxp 

..     B  ii  \at  • 

1..    \           ..  £078  IS    7 
114     5 

■  .1 
1  12 

■  i     n 

126     0     0 

in     ii 

£3,421 

II 

V|>ril  80 

£ 
1,888 

a. 

10 

0 

£      s.    d. 

i  1,688 

in 

0 
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Or. 


1908. 
Mar.  17 

To  M.  White  & 

Co. 

£      s.    d. 
300     0     0 

1908. 
April  20 

By  Cash 

£      s.   d. 
300     0     0 

Dr. 

BILLS     PAYABLE     ACCOUNT. 

Cr. 

1908. 
Fell.  11 

To  Cash       

£    s.    d. 
665    0    0 

1908. 
Jan.     8         By  F.  Daponta     .. 

£     s     <]. 
665    0    0 

1 

(b)  Where  no  separate  set  of  books  is  opened  for  the  transactions  of  the  Joint 
Venture,  but  each  party  records  the  transactions  he  enters  into  on  behalf 
of  the  Joint  Account  in  his  own  books,  and  no  Joint  Banking  Account  is 
opened. 

In  such  a  case,  in  order  to  ascertain  the  profit  or  loss,  each  party 
must  render  a  complete  statement  of  all  transactions  entered  into  by 
him,  and  these  must  then  be  combined  into  a  Joint  Venture  Account, 
which  account  would  not  appear  in  the  books  of  either  party,  but  would 
be  raised  from  materials  supplied  by  both.  This  account  is  in  the  nature 
ot  a  Trading  or  Profit  and  Loss  Account.  As  soon  as  the  result  is 
ascertained,  each  partner  will  debit  or  credit  his  account  with  the  Joint 
Venture  in  his  own  books  with  his  share  of  the  result,  and  the  balance 
of  this  account  will  then  represent  the  amount  due  to  or  by  the  other 
party. 

ILLUSTRAT'ON- 

M.  and  R.  were  partners  in  an  Underwriting  Venture,  sharing  profits  and  losses,  three- 
fifths  and  two-fifths.  They  agree  to  guarantee  the  subscription  of  100,000  shares  of  £1  each 
in  a  Company,  and  to  pay  all  expenses  up  to  allotment,  in  consideration  of  a  commission  of 
5  per  cent,  in  cash  and  10  per  cent,  in  fully-paid  shares  of  the  Company. 

M.  provided  cash  for  the  following  expenses  : — Registration  and  Fees  £120,  Advertising 
£2,200,  Printing  and  Prospectuses  £270.  R.  provided  the  cash  for  the  remainder,  viz., 
Rent  of  Offices  £45;  Petty  Cash  £20,  Stamps  £90,  Law  Costs  £250. 

The  public  having  subscribed  only  £70,000,  the  Underwriters  had  to  take  up  £30,000, 
the  cash  being  provided  by  them  three-fifths  and  two-fifths  respectively. 

In  due  course  they  sold  all  their  shares  except  5,000,  including  those  received  for  com- 
mission, at  an  average  price  of  15s.  3d.,  less  brokerage  of  3d.  per  share,  the  remaining  5,000 
being  taken  over  by  M.  at  12s.  6d.  Of  the  proceeds  M.  received  three-fifths  and  R.  two-fifths. 
The  cash  commission  received  was  divided  in  the  same  proportions. 

Prepare  a  Joint  Venture  Account,  and  the  separate  accounts  of  the  partners  in  their 
own  books,  showing  the  final  balance  payable  by  the  one  to  the  other,  the  shares  taken  over 
by  M.  being  brought  into  account,  and  no  interest  being  taken  into  consideration. 
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SL 

s.  d. 

£ 

s.    .1. 

To   lixpenscs  paid  bj    M 

Registration  Feea  . . 

120 

ii    ii 

\>l\  erl  Ising 

3,200 

0      II 

Printing,  &c. 

870 

(1    I) 

8,500 

ii     ii 

,,    Bxpensea  paid  bj    R 

Rent 

16 

II    II 

Pettj  Caul 

^11 

II    II 

Stamps 

go 

0     ii 

Law  Costs  . . 

250 

n     ii 



105 

0     i) 

„    Shares  taken  up  : 

M 

18,000 

ii     ii 

K. 

12,000 

n     i» 

80,000 

i»     ii 

,.    Balance  being  Profit  : 

M.  Three-fifths 

0        I! 

R.  Two-flftha 

.">.">:i 

II        II 

I.  180 

£34,375 

0    ii 

Bj   Cash     Underwriting  Commiss 


,,    Sale  ol  35,000  shares 


10,500     'i 


l  -2:\ 

a     - 
ii    ii 

28,2 ii 


Shares  taken  over  by  M  .  », 

12a  Bd 


Dr. 


\].<    BOOKS. 
JOINT     A.CCOUNT     WITH      R. 
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Co  Cash     Expei 
„      „       Shares  . . 
..    I "  r ■  -lit  and  Loss  Account 
Two-fifths  ol  £1,380 


To  Balai due  from  M. 


R.'S     BOOKS. 
JOINT    ACCOUNT     WITH     Bff. 


105     ii 
,000     ii 


£12.-.i.'.7      0      0 


£457     ii     n 


By  <:i-<li    Commission. . 

Shan  - 
..     Balance  due  from  M. 


|    £:t4,:t7.'. 


Ti 

Ca^li     Expenses 
Shares  . . 
Profit     and     Loss     lc 

Bftha  ol  £1,830 
Balance  due  to  li.    . 

•mint. 

Three- 

B.     .1. 

2,590     ii     0 
18,000     (i     (i 

S28     ii     ii 

457     ii     ii 

Bj   i  ash    Commission. . 

Shares 
..    Shares  taken  over 

Bj   Balance  due  to  B 

3,000     ii 
15,750     0 

ii 
ii 
" 

£21,875     0     0 

i!21.^7.'.     ii 

ii 

0 

Or. 


.1 

^.111  III 

0 

II 

10,500 

ii 

II 

0 

0 

§  10. — Miscellaneous  Problems  in  Partnership  Accounts. 

The  following  are  illustrations  of  a  i<\\  <>i  the  more  important 
problems  involving  minor  difficulties  and  arithmetical  intricacies,  which 
are  continually  presenting  themselves  to  the  Professional  Accountant 
in  dealing  with  Partnership  Accounts. 
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(a)    Proportion  of  one  Partner's  share  borne  personally  by  another. 

It  occasionally  happens  where  a  member  of  the  staff  of  a  Private 
Firm  is  taken  into  Partnership,  that  the  difference  between  the  amount 
of  his  share  in  the  profits  as  a  partner  and  the  amount  which,  as  a  clerk, 
he  would  have  received  by  way  of  salary,  plus  possibly  a  commission 
varying  with  the  profits,  is  borne  personally  by  certain  of  the  partners, 
and  not  shared  by  all  in  proportion  as  they  divide  profits  and  losses. 

Such  cases  present  no  real  difficulty,  provided  the  terms  of  the 
agreement  are  thoroughly  understood,  but  arithmetical  accuracy  is  of 
course  of  the  utmost  importance.  Further,  it  is  necessary  to  state  very 
clearly  the  various  steps  showing  how  the  ultimate  result  has  been 
arrived  at,  to  prevent  difficulties  and  misunderstandings  subsequently. 


1LLUSTRATION- 

A.  and  B.  are  in  partnership,  sharing  profits  and  losses  in  the  proportions  of  four -fifths 
and  one-fifth  respectively. 

On  the  1st  July,  1908,  they  admit  to  partnership  C,  their  Managing  Clerk,  giving  him 
one-eighth  share  of  the  profits. 

Previous  to  1st  July,  1908,  C.  had  been  in  receipt  of  a  salary  of  £300  per  annum,  and  a 
commission  of  5  per  cent,  upon  the  net  profits  after  charging  such  salary  and  commission. 

In  accordance  with  the  terms  of  the  Partnership  Deed  any  excess  over  his  former  remu- 
neration to  which  C.  as  a  partner  becomes  entitled  is  to  be  provided  out  of  A.'s  share  of 
the  profit.  The  profits  for  the  year  ending  30th  June,  1909,  amount  to  £7,200.  Divide  this 
amount  between  A.,  B.  and  C. 


Profit  for  year  ending  30th  June,  1909 
Less   C.'s  Salary 

C.'s  Commission  : — 5  %  on  £(5,571  8s.  7d.   . 


£   s.  d. 

£   s.  d. 

7,200  0  0 

300  0  0 

328  11  5 

('.'>  share  of  profit  is  one-eighth  of  £7,200 

Less  Remuneration  receivable  in  the  capacity  of  Managing  Clerk  as  above 

Excess  of  C.'s  present  over  former  remuneration  chargeable  to  A.  personally 

A.'s  share  is  four-fifths  of  £6,571  8s.  7d 

Less  amount  chargeable  as  above  on  account  of  C.'s  share 


B.'s  share— one-fifth  of  £6,571. Ss.  7d. 


£6,571 

8 

7 

£ 
900 
628 

S. 
0 

11 

d. 
0 
5 

£271 

8 

7 

£ 

5,257 

271 

s. 
2 
8 

d. 
11 

7 

£4,985 

14 

4 

£1,314 

5 

8 
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Thus    the    profit   of   £7,200   for    the    year    ending    30th  June,    L909,  will    be   divided 
between  Hie  partners  as  follows:    - 

i       s.   d. 
\.      1,985   l  i     i 

B.  1,314     5     s 

C.  900     ii     (i 


£7,200     (>     i) 


Notes  to  Illustration. 

(1)  To  ascertain  the  figure  of  profit  upon  which  C.'s  commission  would  have  been 

charged  is  merely  an  arithmetical  calculation,  based  on  the  rule  of  three. 

The  easiest  method  of  arriving  a1  the  correct  result  is  to  presume  the  profit  upon 
which  the  calculation  of  commission  has  to  be  made  to  be  £100. 

The  question  then   resolves   itself    into    finding  the    figure    which  by  dedu< 
5  per  cent,  of  £100  (£5)  will  leave  £100.     Obviously  the  answer  is  £106. 

Thus  when-  the  profit   after  charging  salary,  but   prior  to  char-iu-  commit 

is 

£10").  the   calculation    is   made   upon    £100 

1 

1 I 16 

,     ,     .  100        6,900 

£G,9(Hl   the   calculation    is    made  upon  X  =   £6,57 1    8s.    7d. 

1 I  >:.  1 

(2)  It   should    be  noted   that   B.  does  not    personally  in  any  way    lo~<-    through  C. 
being  admitted  as  a  partner,  as  his  share  of  the  profits  is  based  upon  the  figure  of  profit 

as  it  would  have  been  had  t '.  continued  as  the  Managing  Clerk. 

(b)  Readjustment  of   Partners'   Shares  over  a  period  of   years. 

It  occasionally  happens  thai   where  an   incoming   Partner  has  been 
Connected  with   the   business  for   Borne   time,    \\  gements   made 

on  his  entry  into  the  firm  arc  treated  as  retrospectiv<  for  a  certain  period, 
as  if  he  had  become  a  partner  from  the  point  of  view  of  sharing  pi  >fits 
at  an  earlier  date.  In  such,  cases  the  adjusting  entrj  will  require  to 
be  made  at  the  commencement  of  the  new  Partnership,  debiting  the 
original  members  of  the  firm,  and  crediting  the  incoming  Partner  with 
the  amount  to  which  he  is  found  to  be  entitled. 

ILLUSTRAT'ON 

A.  ami  B.  have  carried  mi  business  for  lour  years,  th.ir  books  showing  the  following 
results :—                                                                                t        -.  d. 

First  year Loss         788  0    0 

Second  year  . .         . .     Profit    3,636  i»    0 

Third  year  1,129  0     0 

Fourth   rear  5,362  n     0 
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The  Capital  (on  which  no  change  has  been  recorded  in  the  books  during  the  four  years) 
is  A.  £30,000,  B.  £20,000,  the  profits  and  losses  being  divisible  in  these  proportions  ;  and  in 
addition  to  the  Capital  there  is  a  Loan  from  C.  (the  Manager)  of  £5,000  at  5  per  cent.  The 
above  results  are  after  charging  4|  per  cent,  on  the  Capital,  5  per  cent,  on  the  Loan,  and  C.'s 
salary  of  £500  per  annum. 

At  the  end  of  the  fourth  year  the  partners  agree  to  adjust  the  accounts  by  treating  C. 
as  a  partner  from  the  commencement,  his  £5,000  entitling  him  to  one-eleventh  of  the  profits, 
and  carrying  4h  per  cent,  interest  instead  of  the  5  per  cent,  originally  arranged,  but  his  salary 
is  reduced  to  £400  per  annum  for  the  whole  period  of  four  years. 

Make  the  necessary  Ledger  entries  to  adjust  the  accounts  to  accord  with  the  new 
arrangement,  and  show  how  the  loss  of  the  first  year  and  the  profits  of  the  second,  third  and 
fourth  years  are  divisible  between  A.,  B.  and  C. 

Under  the  new  arrangement  the  divisions  are  as  follows  : — 


First  Year  :— 

Loss  £788  —  Interest  £25  and  Salary  £100  ---  Loss  £66:5          . .      A 

B 
C 

30          

20          

5 

LOSS            

£      s.    d. 
361   12     9 
241      1    10 

60     5     5 

£663     0     0 

Second  Year  : — 

Profit    £3,635  +  Interest    £25    and    Salary  £100  =  Profit    £3,760,  A 

B 
C 

30          

20          

5          

£      s.    d. 

2,050  18     2 

1,367     5     5 

341   16     5 

Profit 

£3,760     0     0 

Third  Year  : — 

Profit  £4,129  +  Interest   and   Salary    £125=.  Profit    £4,254,      ..     A 

B 
C 

30 

20        

Profit 

£      s.    d. 

2,320     7     3 

1,546  18     2 

386  14     7 

£4,254     0     0 

Fourth  Year  : — 

Profit   £5, 362  +  Interest    and    Salary    £125  -  Profit   £5,487       ..     A 

B 
C 

30        

20          

£      s.    d. 

2,992   18     2 

1,995      5      5 

498   16     5 

Profit 

£5,487     0     0 

By  the  above  arrangement  C.  receives  the  following: — 

£      s.    d. 
341    16     5 

Third         „             

Fourth       „             

386   14     7 
498   16     5 

£1,227      7     5 

£125  |ier  annum  for  4  years,  viz.,  £25   interest,   .'.  ",,  on   I 
salary  to  be  taken  at  £400  instead  of  £500      . . 

5,000,  and  £100 
500     0     0 

560     5     5 

£667     2     0 

Debit  to  A  three-fifths  of  £667  2s 

£      s.    d. 
400     5      2 

„       „    B  two-fifths  of  £667  2s 

266   16   10 

A.'s  Ledger  Accornt  will  therefore  be  debited  with  £400  5s.  2d.,  and 
and  C.'s  credited  with  £667  2s.   Od. 

B.'s  with  £266  16*.  10d., 

I'AKTN  i:i:S!III'    ACCOUNTS. 
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c    Adjustment   in  Accounts   where  Interest  on   Capital   has   been  omitted. 

Where  inadvertently  Interest  on  Capital  lias  been  omitted,  although 
agreed  upon  between  the  Partners,  and  it  is  subsequently  desired  to 
rectify  the  error  without  reopening  the  Accounts,  an  adjusting  entry 
can  be  made  at  the  commencement  of  the  new  period  for  this  purp 


ILLUSTRATION 


and  I ».     They  are  entitled  under  the 
\.  t<>  one-third,  B.  to  one-fourth, 


There  arc  tour  partners  in  a  business     A..  1'...  I 
Partnership  Deed  to  profits  in  the  following  proportions,  viz. 
C.  to  one-fourth,  and  I),  to  one-sixth  part. 

The  Capital  in  the  business  is  held  as  follows:  — 

A 

B 

C 

I) 

Lfter  the  accounts  for  the  year  have  been  prepared  and  signed,  it  is  discovered  thai 
Interest  at  4  per  a'lit.  per  annum  (as  agreed) has  been  omitted  to  be  credited  to  the  Partners1 
Capital  Accounts,  instead  of  altering  the  Bigned  Balance  sheet  it  is  derided  to  make  an 
adjusting  Journal  entry  at  the  beginning  of  the  new  year,  crediting  or  debiting  the  respective 
Partners'   Accounts 

Make    the   neeessarv   Journal    entry. 


E 

9. 

d 

15,000 

Ii 

(1 

22,500 

(1 

(1 

30,000 

0 

II 

22,500 

II 

II 

JOURN  \L. 


Siitnlri'-< 

lri>-^ 

A  IJustment  ol   Interest  on  Capital  omitted  in  Profit  and  I.. 
\   one-third  ol  I  1,600  interest  on  Capital.. 

fourth             ..  ..                       .... 

i     one-fourth          ..  ..                  .... 

n   one-sixth 

I  o    \     i       on  £15,000 

..     B £22,500 

..    C 

..     I> £22,500 


1,200 

ii 

ii 

n 

'I 

'i 

n 

n 

ii 

600 

H 

0 

H 

II 

1,200 

o 

II 

ii 

II 

ii 

1 

- 

0 

id  i  Share  of   one    Partner   guaranteed   at   a    Fixed    Minimum. 

It  sometimes  happens  that  a  Junior  Partner's  share  in  the  profits 
of  a  business  is  represented  by  a  percentage  thereof,  or  a,  fixed  minimum 
sum,  whichever  is  Lcreater.  Where  the  minimum  sum  is  greater  than 
the  percentage,  the  difference  must  In-  borne  by  the  remaining  partners 
in  the  same  ratio  as  they  share  profits  and  losses. 
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ILLUSTRATION- 

A.,    B.    and    C.    are   in   partnership,  sharing    profits — one-half,   one-third    and    one-sixth 

respectively. 

C.'k  share,  however,  is  guaranteed  by  A.,  and  B.  at  a  fixed  minimum  of  £400. 

The  Net  Profits  for  the  year  amounted   to    £1,800.      Show  the  appropriation  thereof  as 
between  the  partners. 


APPROPRIATION     ACCOUNT. 


£      s.    d. 
To  A.  three-sixths. .          ..       900     0     0 
„    B.  two-sixths    .  .          . .        600     0     0 
„    C.  one-sixth     . .          . .        300     0     0 

£      s.    d. 
1,800     0     0 

By  Balance 

By  A.  three-fifths         

„     B.  two-fifths           

£     s.    d. 
1,800  0     0 

£1,800     0     0 

£1,800     0     0 

To  C.  :— 

Further  amount  credited  to  him    .  . 

£      s.    d. 
100     0     0 

£      s.    d. 
60     0     0 
40     0     0 

£100     0     0 

£100     0     0 

A.  and    B.  sharing  profits  as    three  is  to  two  must  bear  the  additional  amount  to  be 
credited  to  C.  in  the  same  proportion,  i.e.  three-fifths  and  two-fifthp. 

The  net  amounts  to  the  credit  of  each  partner  will  then  be — 

£       s.  d. 

A 840     0  <) 

B 500     0  it 

C .   400     0  0 

£1,800     0  0 
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CHAPTER   VIII. 

COMPANY     ACCOUNTS. 

§  1. — The     Distinction     between     Partnerships     and      Limited 
Liability  Companies. 

2. — Private  Companiks. 

3.— The  Memorandum  and  Abticlbs  <>k  Association. 

((f)  The  Memorandum. 
(b)  The  Articles. 

4. — The  Statutory  Books. 

(a)  Register  of  Members. 

(b)  Register  of  Mortgages. 

(c)  Annual  List  of  Members  and  Summary   I  ><  »< » U . 
(</)  Minute  Book. 

(<  )  Register  of  Directors  and  Managers. 

5.     The  Dipfebbnt  Classes  of  Share  Capital. 

(a)  Preference  Shares. 

(b)  Ordinary  Shares. 

(c)  Founders'  Shares  <>r  Deferred  Shares. 

((/)  The  distinction  between  Stock  and  Shares. 

6. — The  Application    \m>  Allotment  of  Shares. 
(a)  Application  Letters. 
(f>)  Application  and  Allotment    Book. 
(c)  Letters  of  Allotment  and  Regret. 
(rf)  Vendors'  and  Signatories'  Shares. 
(C)   Calls. 

(/)   Return  of  Allotments. 

(g)  Journal  entries  relating  to  the  issue  of  Shares. 
(//)  Shares  issued  at  a  premium. 
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7. — The  Share  Books. 

(a)  Share  Ledger. 

(b)  Register  of  Transfers. 

(c)  Share  Warrant  Register. 

8. — Preliminary  and  Formation  Expenses. 

(a)  Underwriting  Commission. 

(b)  Commission  on  placing  Shares. 

9. — Mortgages  and  Debentures. 

(a)  Definition  of  Mortgage. 

(b)  Definition  of  Debenture. 

(c)  Debentures  issued  at  a  premium. 

(d)  Debentures  issued  at  a  discount. 

(c)  Debentures  repayable  at  a  premium. 

(/)  Redemption  of  Debentures. 

(g)  Debentures  issued  as  collateral  security  for  a  loan. 

10. — The     Purchase    oe    a    Private   Business    by    a    Limited 
Company. 

(a)  Entries  in  the  Books. 

(b)  Apportionment  of  Profit  prior  to  incorporation. 

11. — Forfeited  Shares. 

12. — Bonus  Shares. 

(a)  Issue  of  Bonus  Shares  at  par. 

(b)  Issue  of  Bonus  Shares  at  a  premium. 

(c)  Application  of  Bonus  to  payment  of  Calls. 

13. — Payment  of  Interest  out  of  Capital. 

14. — The   Preparation   of   a   Company's  Books   and  Accounts 
for  Audit 

15. — The  Balance  Sheet  and  Accounts  of  a  Company. 
(a)  Form  of  the  Accounts. 
{b)  Contingent  Liabilities. 
(c)  Arrears  of  Cumulative  Preference  Share  dividend. 
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16. — The  Amalgamation  of  Companies. 

17. — The  Absorption  of  one   Limited  Company   i-.y   another. 

(a)  Journal    entries    for    closing    the    Vendor    Company's 

books. 

(b)  Journal    entries    for    opening    Purchasing    Company's 

books. 

(c)  Shares  issued  at  a  premium  valuation 

(d)  Treatment  of  Revenue  Balances. 

(e)  Treatment  where  Shares  are  partly  called  up. 

18. — Reduction  of  Capital. 

(a)  Writing  off  Capital  not  represented  by  available  A> 

(b)  Return  of  Capital  out  of  Profits. 

(c)  Other  modes  of  Reduction. 

19.— Reconstructions. 
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§1— The      Distinction     between     Partnerships     and      Limited 
Liability  Companies. 

Prior  to  the  introduction  of  Limited  Liability,  members  of  a  Company  I 
were  liable  jointly  and  severally  for  the  whole  of  the  debts  of  the  Com- 
pany.    This  having  proved  disastrous  in  many  cases,  an  Act  was  passed  | 
limiting  the  liability  of  the  shareholders  in  Companies  limited  by  shares  j 
to  the  extent  of  the  nominal  value  of    their  shares,  or,  in  the  case  of 
Companies  limited  by  guarantee,  to  the  extent  of  such  guarantee. 

The  principal  distinctions  between  an  Unlimited  Partnership  and  a 
Limited  Company  (limited  Partnerships  are  discussed  in  Chapter  VII.) 
are  as  follows  : 

(1)  In  the  case   of  an  Unlimited  Partnership,  the  liability  of  each! 

member  of  the  firm  for  the  debts  of  the  firm  is  unlimited,  whereas  j 
in  the  case  of  a  Company  the  liability  of  each  shareholder  is 
limited  to  the  nominal  amount  of  his  shares,  and  if  such  shares 
are  fully  paid  up  he  is  subject  to  no  further  liability. 

(2)  In  the  case  of  a  Partnership,  the  number  of  partners  is  limited' 

to  20,  except  in  the  case  of  a  private  banking  concern,  where 
the  number  is  limited  to  10  ;  whereas  in  the  case  of  a  Company; 
the  number  of  shareholders  is  only  limited  by  the  number  of 
shares  authorised  and  issued.  At  the  same  time  there  must; 
not  be  less  than  seven  shareholders,  except  in  the  case  of  Private I 
Companies,  when  the  minimum  number  of  members  is  two. 
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(3)  Ef  in  a  partnership  the  legal   number  ol  partners  is  exceeded, 

the  Association  is  an  illegal  one,  and.  although  it  does  nol  al 
the  question  of  their  liability,  seeing  thai   this  was  unlimited 
in  the  first  instance,  they  cannot   take  action  for  the  recovery 
of  debts,   although    they   are   capable   of   being    Bued      En 
ease  of  a   Public  Company,   if  the  number  sinks  below   seven, 
this  is  good  ground  for  the  presentation  of  a  petition  for  winding 
ii]>.  but   as  regards  the  Liability  of  the   members  rix   months' 
grace  is  given,  and  after  this  time  has  expired  all  those  members 
cognisant   of  the  fad    that   the  number  has  sunk   belo 
are  liable  lor  the  whole  of  the  debts  oi  the  Company  contracted 
after  the  expiration  of  the  six  months. 

(4)  In  the  case  of  an  Unlimited  Partnership,  each  individual  member 

can    presumably    manage   the   business,   and    can   Legalrj    bind 

the  linn  by  his  actions  with  the  outside  world  ;  whereas  in  the 
case  of  a  Company,  the  rights  of  managemeni  arc  deleg  ted 
to  a  certain  number  of  the  shareholders  called  directors,   who 

alone  can  bind  the  Company. 

(5)  In  the  ease  of  a   Partnership,  each    partner   is  entitled    to   have 

access  to  the  books  and  accounts  of  the  linn:  whereas  in  the 
case  of  a  Company,  the  righl  of  the  members  to  inspection 
depends  on  t ho  Articles,  with  the  exception  <>f  the  books  open 
for  inspection  by  Statute. 

(6)  In  the  ease  of  a  Partnership,  the  rights  of  the  partners  between 

themselves  are  governed  by  mutual  agreement,  and  generally 
by  a  Deed  of  Partnership,  which  can  be  varied  by  mutual  agree- 
ment. In  the  ease  of  a  Company,  the  powers,  which  cannot 
be  altered  without   consent  of   the  Court,  are  defined   by   the 

.Memorandum;  and  the  powers  and  duties  of  the  di:  ■  rrv- 

ing  on  the  business  arc  defined  by  the  Articles,  which  can  only 
be    altered    by    special    resolution    of    the    Company    in    general 

meeting. 
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(7)  A  Partnership  is  subject  to  the  general  provisions  of  the  Partner- 

ship Act,  1890,  which,  however,  can  be  varied  by  mutual 
agreement ;  a  Company  is  governed  by  the  Companies  Acts, 
which  cannot  be  varied  legally  by  the  Company. 

(8)  The   capital   of   a   Partnership   is   contributed   by  the   partners 

according  to  agreement,  and  is  not  necessarily  fixed  in  amount, 
being  frequently  increased  by  undrawn  profits,  or  reduced  by 
losses  sustained ;  whereas  in  the  case  of  a  Company,  the 
authorized  capital  is  fixed  by  the  Memorandum,  and  cannot 
be  reduced  without  leave  of  the  Court,  except  in  certain  cases, 
nor  increased  except  in  the  manner  provided  by  Statute. 

(9)  In  the  case  of  a  private  firm,  an  annual  audit  is  not  compulsory, 

whereas  it  is  in  the  case  of  a  Company. 

(10)  A  Partnership  is  not  regarded  by  the  Law  as  a  distinct  entity 
apart  from  the  persons  composing  it,  whereas  a  Company  is 
so  regarded. 


§  2. — Private  Companies. 

A  Private  Company  is  defined  by  the  Companies  Act,  1907,  section 
37,  as  follows  : — 

A  Company  which  by  its  Articles — 

(a)  Restricts  the  right  to  transfer  it  shares  ;    and 

(b)  Limits   the  number   of  its   members   (exclusive   of  persons 
who  are  in  the  employment  of  the  Company)  to  50  ;    and 

(c)  Prohibits  any  invitation  to  the  public  to  subscribe  for  any 
shares  or  debentures  of  the  Company. 

Wherever  in  the  Companies  Acts  a  minimum  of  seven  members  is 
required,  only  two  members  shall  be  required  in  the  case  of  a  Private 
Company. 
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Certain  privileges  are  accorded  fco  Private  Companies  as  follows  : 

(1)  They  are  not  obliged  to  file  a  Prospectus,  or  a  Statement  in 
lieu  of  a  Prospectus,  wit  b  the  Registrar  of  Joint  Stock  ( Sompanies. 

(2)  They  are  not  obliged  fco  file  or  include  a  Balance  Sheet  with 
the  Summary  filed  with  the  Registrar  under  section  26  of  the 
( Sompanies  Act,  1862. 

(3)  They  are  not  obliged  to  forward  fco  the  members  or  fco  file  the 
Statutory  Report  under  section  12  of  the  Companies  Act,  1900. 

(4)  The  right  given  to  holders  of  preference  shares  and  debentures 
in  Public  Companies  under  section  23  of  the  Companies  Act, 
1907,  to  receive  and  inspect  the  Balance  Sheets  of  the  Company 

and  the  Reports  of  the  Auditors,  &c.,  does  not  apply. 

(5)  The  minimum  number  of  members  may  be  two  instead  of  Beven. 

(6)  The  Company  can  commence  business  as  soon  as  it  is  incorporated, 

without    waiting   for  the   certificate   entitling    it    to   commence 
business. 

(7)  The  restrictions  on  appointment  of  directors  and  allot  mem 
of  shares  do  not  apply. 

§3.— The  Memorandum  and  Articles  of  Association. 

This  is  the  term  given   to  the  documents  forming  the  constitution 
of  a  Company,  and  defining  its  objects  and  powers. 
(a)  The  Memorandum  contains  five  clauses 

(1)  Name  of  Company. 

(2)  The  situation  of  registered  offices. 

(3)  The  objects  of  the  Company. 

(4)  A  declaration  that  the  liability  of  the  members  is  limited. 

(5)  The  amount  of  capital,  and  the  shares  into  which  it  is  divided. 

This  Memorandum  must  Designed  by  the  signatories  of  the 
Company,  these  being  Beven  in  number,  holding  not  less  than 
one  share  each,  or   in   the   case  of    Private  Companies  two  in 

number. 
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(h)  The  Articles  contain  the  rules  and  regulations  for  conducting 
the  business  of  the  Company,  and  define  the  powers  and  duties 
of  the  Directors.     The  principal  clauses  will  be  as  follows  :— 

(1)  A   declaration    as   to    how  far  the    provisions    of   Table    A 

apply,    or    whether    they    are    expressly    excluded.     In    so 

far  as  the  Articles  do  not  exclude  or  modify  the  regulations 

in  Table  A,  the  same  apply  as  far  as  they  are  applicable. 

Table  A  is  a  model  set  of  Articles    which   have   to  be 

adopted  by  any  Company  not    having  Articles  of  its  own. 

The  original  Table  A  applies  only  to  Companies  registered 

before  1st  October,   1906  ;    the  revised  Table   A  applies  to 

any  Company  registered  subsequently,  and  any  Company 

working  under  the  original  Table  A  adopting  it  by  special 

resolution. 

(2)  A    recital    of    the    basis  on  which  the    Company   is    con- 

stituted. 

(3)  The  regulations  as  to  the  issue  of  capital,  minimum  sub- 

scription, payment  of  underwriting  commission,  &c. 

(4)  Making  calls. 

(5)  Holding,  transferring  and  transmission  of  shares. 

(6)  Loans  on  and  forfeiture  and  surrender  of  shares. 

(7)  Procedure  of  general  meetings. 

(8)  Votes  of  members. 

(9)  Directors — their  number,  remuneration,  qualification,  rota- 

tion, disqualification  and  removal. 

(10)  Appointment  and  powers  of  managing  directors. 

(11)  Proceedings  and  powers  of  the  Board. 

(12)  Accounts  and  audit. 

(13)  Dividends  and  reserves. 

(14)  Notices  to  members. 

(15)  Rights  of  shareholders  inter  se. 


comj-wy    \(<(n  \rs.  i:'>~ 

§  J— The  Statutory   Books. 

The  statutory  books  and  documents  are  as  follows  : 

(a)  Register  of  Members.      (Section  25  of  the  Companies  Act,  1862.) 

This  book  must  contain  names,  addresses  and  occupations 
ot  the  members,  the  number  of  shares  held  by  each,  and  the 
distinctive  numbers  thereof,  and  the  amount  paid  up  on  the 
shares.  Also  the  date  of  commencing  to  be  a  member  and 
ceasing  to  be  a  member. 

(b)  Register  of  Mortgages.     (Section 43  of  the  Companies  Act,  1862, 

and  section  17  of  the  Companies  Act,  L907.) 

This  book  must  contain  a  record  of  each  mortgage  or  charge 
specifically  affecting  the  property  of  the  Company  as  follows  : 

A  short  description  of    the  property   mortgaged   or 

charged,  the  amount  of  the  charge  created,  and  the  name 

of  the  mortgagees  or  persons  entitled  to  such  charge. 

This  book  must  be  open  to  inspection  by  any  creditor  or 

member    of    the    Company   at    all     reasonable    times     without 

charge,   and   to  any   other  person  on  payment    ot   a   fee   not 

exceeding  one  shilling. 

The  following  is  the  usual  form  of  this  book  :— 

ILLUSTRATION- 

REGISTEB     OF     MORTGAGES 

Date  of  Name  and  Address  Short  Particulars  of  Amount  oJ  i;,.,,,  ,rL. 

Charge.  of  Mortgagee.  Property  Charged.  Charge. 


(r)  Annual  List  of  Members  and  Summary  Book.     (Section  26  of  the 

Companies  Act,  18()L\  section  H>  of  the  Companies  Act.  1900, 
and  sections  7  and  21  of  the  Companies  Act,  l'.'<>7.) 

Once  at  least  in  every  year  a  list  of  all  persons  must  be 
made  who,  on  the  14th  day  succeeding  the  day  on  which  the 
Ordinary  General  Meeting  is  held,  are  members  ot  the  Com- 
pany,   and    such   list    must    state    the    names,    addresses    and 
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occupations  of  the  members  therein  mentioned,  and  the  number 
of  shares  held  by  each  of  them. 
The  Summary  must  contain  the  following  particulars  : — 

(1)  The    amount   of    the    capital    of    the    Company,    and    the 

number  of  shares  into  which  it  is  divided. 

(2)  The  number  of   shares  taken  from   the   commencement    of 

the  Company  up  to  the  date  of  the  Summary,  distinguish- 
ing between  shares  issued  for  cash  and  shares  issued 
otherwise  than  for  cash,  or  only  partly  for  cash. 

(3)  The  amount  of  calls  made  on  each  share. 

(4)  The  total  amount  of  calls  received. 

(5)  The  total  amount  of  calls  unpaid. 

(6)  The  total  amount  of  shares  forfeited. 

(7)  The  names,  addresses  and  occupations  of  the  persons  who 

ceased  to  be  members  since  the  last  list  was  made,  and 
the  number  of  shares  held  by  each  of  them. 

(8)  The  total  amount  of  debts  due  by  the  Company  in  respect 

of  all  mortgages  and  charges  .which  require  registration 
under  section  10  of  the  Companies  Act,  1907. 

(9)  The  names  and  addresses  of  the  persons  who  are  Directors 

of  the  Company  at  the  date  of  the  Summary. 

(10)  Under  section  7    of   the    Companies    Act,    1907,    the   total 

amount  of  the  sums  paid  by  way  of  commission  in  respect 
of  any  shares  or  debentmes,  or  allowed  by  way  of  dis- 
count in  respect  of  any  debentures,  shall  be  stated  in  the 
Summary  made  next  after  the  payment  of  the  commission 
or  the  allowance  of  the  discount,  and  the  total  amount 
thereof,  or  so  much  thereof  as  has  not  been  written  off, 
shall  be  stated  in  every  Balance  Sheet  until  the  whole 
amount  thereof  has  been  written  off. 

(11)  Under  section  21  of  the  Companies  Act,  1907,  the  Summary 

shall  include  a  Statement  made  up  to  a  specified  date 
in  the  form  of  a  Balance  Sheet,  audited  by  the  Company's 
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Auditors,  and    containing    a   summary  of    its   capital,  its 
liabilities  and  its  assets,  gi\ ing  such  particulars  as  will  dis- 
close the  general  nature  of  such  Liabilities  and  assets,  and 
how  the  values  of  the  fixed  assets  have  been  arrived  at  ; 
but  the    Balance  Sheet    need  not    include  a  Statement    of 
Profit    and    Loss.      This   provision    does    aol    apply  i<>    a 
Private  Company. 
(d)  M  hi  ah    Book.     (Section  07  of  the  Companies  Act,   1862.) 
(g)   Register  of    Din  dors  and   Managers.     (Section  4.~>  of    the  Com- 
panies Act,  1862,  and  section  20  of  the  Companies  Act,  1900.) 

§  5.— The  Various  Classes  of  Share  Capital. 

The  share  capital  of  a  Company  is  frequently  divided  into  different 
classes,  of  which  the  following  are  the  most  usual  : 

(a)  Preference  Shares 

These  may  be  either  Simpb  or  Cumulative.  The  former  onlj  carry 
right  to  a  fixed  dividend  out  of  the  profits  of  any  year,  and  if  there  arc 
insufficient  profits  in  that  year  to  pay  the  full  amount  of  dividend,  they 
have  no  right  to  have  such  arrears  made  up  <>ni  of  future  profits.  They 
may  or  may  not  have  a  right  in  respect  to  repayment  of  Capital  in 
priority  to  other  classes  of  shares  in  the  event  of  Liquidation. 

Cumulative  Preference  Shares  entitle  the  holders  t<>  a  fixed  rate 
of  dividend  in  the  same  way  as  Simple  Preference  Shares,  hut  with  the 
additional  right  that  any  arrears  of  dividend  shall  be  made  up  out  of 
future  profits  in  priority  to  any  dividends  on  other  classes  of  shares. 

The  rights  of  Preference  Shareholders  are  entirely  governed  by 
the  Memorandum  and  Articles  of  Association,  and  there  are  many  other 
varieties  than  the  two  enumerated  ahove  ;  such  as,  for  example,  tl 
giving  a  eight  to  participate  in  further  dividends  after  the  Ordinary 
Shares  have  received  a  certain  rate  per  cent.  U  should  he  remembered 
that  in  the  absence  of  express  provision  in  the  Articles  to  the  contrary. 
Preference  Shares  are  Cumulative,  and  are  entitled  to  rank  pari  passu 
with  other  classes  of  -hares  in  the  division  of  a  capita]  surplus  on  Liquii 
tion,  whether  or  not  they  have  priority  as  to  repayment  of  Capital. 
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(b)  Ordinary  Shares. 

Ordinary  Shares  are  those  taking  the  surplus  profits  remaining 
after  satisfaction  of  prior  interests  (if  any). 

These  may  be  divided  as  between  Preferred  and  Deferred  Ordinary 
Shares,  the  former  having  a  preferential  right  to  a  fixed  rate  of  dividend 
over  the  latter,  while  the  latter  frequently  have  a  right  to  the  whole, 
or  a  proportion  of  the  surplus  profits  after  the  provision  of  dividends 
on  other  classes  of  shares. 

(c)  Founders'  Shares  or  Deferred  Shares. 

These  shares  are  usually  limited  in  number,  and  are  sometimes 
issued  fully  paid  to  the  original  vendors  or  their  nominees,  in  con- 
sideration either  of  part  of  the  purchase  price  or  of  services  connected 
with  the  formation  of  the  Company.  Generally  they  only  rank  foi 
dividend  after  other  classes  of  shares  have  received  certain  rates  of 
dividend,  when  they  are  then  entitled  to  the  whole  or  a  portion  of  the 
Surplus  Profits. 

(d)  The  distinction  between  Stock  and  Shares. 

The  chief  differences  are  as  follows  : — 

(a)  Stock    must    be   fully  paid  up,   whereas   Shares   need  only   be 

partly  paid  up. 

(b)  Stock  may  be  issued  or  transferred  in  fractional  parts,  Shares 

cannot  be  divided  below  the  nominal  value  of  each  share. 

§  6— The  Application  and  Allotment  of  Shares. 

(e)  Application  Letters. 

When  the  Directors  decide  to  issue  Shares,  forms  of  Application 
Letters  will  be  sent  out  to  those  persons  who  are  considered  most  likely 
to  subscribe,  or  the  same  may  be  printed  at  the  foot  of  the  advertise- 
ments of  the  Prospectus. 

In  the  great  majority  of  cases  subscribers  are  required  to  remit 
the  amount  payable  on  application  direct  to  the  Company's  Bankers, 
who  issue  formal  receipts.  The  following  is  a  typical  form  of  Application 
Letter  with  Bankers'  Receipt  attached  : — 
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ILLUSTRATION- 

THE   TRADING   COMPANY,    Limited. 


%  FORM  OF  APPLICATION  FOR  PREFERENCE  SHARES. 


A 

2        7'"  tlir  Directors  of 
\  THE  TRADING  COMPANY,   Limited. 

GrENI  l.l.Mi  N. 

Baying  paid  in  the  Bankers  of  the  Company  the  Bnm  of   I"  being 

c  a  deposit  of  Is.  per  Share  on  application  for  Preference  Shares 

fi  of    £1   each   in  the  above-namod   Company,    I    request  yon  to  allot  t"  me  that  number  of 

U  Preference  Shares,  upon  the  terms  of  the  Company's   Prospectus  dated 

j5  and  I  agree  to  accept   the  same  or  any  smaller  number  that   maybe  allotted  to  me.  ami   1 

g  agree  to  pay  the  further  instalments  at   the  dates  and  as  provided  by  the  said   Prospectus, 

kTu  and   1  authorise  you  to  register  me  as  the  holder  of  the  said   Preference  Shar 


N 


1 1: 


a.  ^ 

■A  c      Please  write 

v   o 

j   -O  v.TV 

a  o 


distinctly. 


'    Name   (in   full) 

(Mr  ,  U 

Address  ( in  /tttt  i 
D  i   ■iption 
iture 


Hut, 


a  - 


All  Cheques  to  be  made  payable  to  the  Company's  Bankers.    A  separate  Cheque  should  accompany 

each  separate  Application. 


I     THE   TRADING    COMPANY,    Limited. 

BANKERS'    RECEIPT. 

A" 

5  Heceweb  this  day  oj  19 

m 

^  /      '  Ut  of  'I'm    Trading  Company,  Limited,  the  sum  of  £ 

v  I"  ny  a    1>  posit  •  •/   Is.  on  I     . 

©  in   //<.    above-named  Company. 

°  FOR  THE  CENERAL  BANKING  CORPORATION,  LIMITED. 


CtuAter. 


This  Receipt,  when  returned   Irom  the  Bankers,  to  be  preserved   by  the  Applicant   for  exchange 
due  course  for  Share  Certificate 
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(b)  Application  and  Allotment  Book. 

Each  day  the  Company  will  obtain  from  the  Bank  the  Pass  Book 
and  Application  Letters,  and  these  will  be  entered  up  immediately  in 
an  Application  and  Allotment  Book,  a  form  of  which  is  as  follows  : — 
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Each  Application  Letter  will  be  numbered  in  consecutive  order 
as  received,  and  the  name,  address  and  description  of  the  Applicant. 
the  number  of  shares  applied  for,  and  the  amount  paid  on  application, 
will  be  entered  in  the  Application  end  Allotment  Book.  Afl  Boon  as 
the  lists  are  closed,  and  it  is  ascertained  that  the  (Minimum  Subscription 
has  been  reached,  the  Directors  will  proceed  to  allot  the  Bhares,  and 
Minutes  of  all  Allotments  will  appear  in  the  Directors'  Minute  Bo 
The  Application  and  Allotment  Book  should  also  be  initialled  by  one 
of  the  Directors  at  the  point  to  which  Allotments  have  been  made.  The 
number  of  shares  allotted  and  the  distinctive  numbers  of  such  Bhares, 
together  with  the  amount  payable  on  allotment,  will  be  entered  in  the 
columns  provided  for  that  pmpose. 


ic)  Letters  of  Allotment    and    Regret. 

Letters  of  Allotment  require  to  be  stamped.  If  the  amount  to  which 
the  letter  relates  is  under  £5,  the  duty  is  One  penny,  otherwise  Sixpence. 
In  the  event  of  the  issue  being  over-subscribed,  or  if  for  any  other  reason 
applications  are  refused  or  only  allotted  in  part,  the  necessary  particulars 
must  be  entered  in  the  columns  provided  for  that  purpose  in  the  Appli 
cation  and  Allotment  Book,  and  a  Letter  of  Regrel  forwarded  to  the 
Applicant.     The  following  is  a  typical  form  of  an  Allotment    Letter  : 
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ILLUSTRATION- 


THE   TRADING   COMPANY,   Limited. 

LETTER     OF    ALLOTMENT. 


No 

London,  E.G.,  19 

Sir,  or  Madam, 

In   accordance   with   your    application,    I    beg   to   inform   you   that   the    Directors 
have  allotted  to  you  Shares  in  this  Company. 

The  total  amount  payable  on  tbe  above  Shares  upon  Appli- 
cation and  Allotment  is 
You  have  paid  on  application    ... 
Leaving  still  to  be  paid  by  you... 

which  sum  is  now  due,  and  must  be  paid  to  the  Company's  Bankers, 
Corporation,  Limited,  London  Wall,  London,  E.C. 

I  am,  Sir,  or  Madam, 

Yours  faithfully, 


The  General  Banking 


To 


Secretary, 


THIS    PORTION    TO    BE    RETAINED    BY    THE    BANKERS. 


THE  TRADING  COMPANY,   Limited. 


Bankers'  Receipt  for  Amount  payable  on  Allotment. 


Kn. 


day  of 


I'.t 


~gteceiveb  this 

from 

the  sum    of   £  being         per  Share  payable  on  allotment 

of  Shares  in  the  above  Company. 

For  THE  GENERAL  BANKING  CORPORATION,  Limited, 


Cashier. 


N.B.  -This  receipt  to  be  retained  by  the  Proprietor,  and  exchanged  for  Certificate  in  due  course. 
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iJ     Vendors'  and  Signatories'  Shares. 

The  shares  subscribed  for  l>v  the  SijB  to  the  Mem 

and  Articles  of  Association  d<>  nol    require  ily  allotl 

but  should,  nevertheless,  be  entered  in  the  Application  and  Allotn 
Book  in  the  first   instance.     As  regards  shares  allotted  to  \ 
others,   tor   a   consideration  other  than  cash,    when   th<  allotted 

they  should  be  entered    in  the  Application  and  Allotment    Book  o 
Beparate  sheet,  so  as  to  avoid  th<  2  confused  with  Shares  tssued 

for  Cash.  When  shares  are  issued  to  Nominees  of  the  Vendor,  a  written 
authority  must  be  obtained  from  him,  authorising  the  Company  to  allol 
to  such  Nominees,  and  containing  ;i  list  of  the  parties,  with  their  names, 
addresses  and  descriptions,  and  the  number  oi  shares  to  be  allotted 
to  each. 

When  the  Pass  Book  is  received  from  the  Bankers  each  day.  the 
amounts  received  on  Application  and  Allotment  will  be  entered  in  the 
Cash  Book,  and  also  in  the  columns  provided  for  that  purpose  fn  ilie 
Application  and  Allotment  Book.  The  details  ea<  h  day  will  be  insei 
in  an  inner  column  of  the  Cash  Book,  and  the  totals  extended  into  the 
outer  column.  The  items  will  be  posted  in  detail  to  the  credit  oi  the 
Shareholders'  Cash  Accounts  in  the  Share  Ledger,  and  in  total  to  the 
credit  of  the  Application  and  Allotment  Account  in  th<-  General  Ledf 


e    Calls. 

In  some  case-  columns  are  provided  in  the  Application  and  Allot- 
ment  Book  for  Calls,  but   it  is  more  usual  to  hav<    Beparate  CaU  Bo 
which  are   provided   with   columns   shown  unount    due,   iuu\.  the 

date  and  amount  of  payment.  Call  Letters  will  be  issued  with,  forms 
of  Bankers'  Receipts  attached,  calls  being  payable  direct  to  the  Com- 
pany's Bankers  in  the  same  way  as  amounts  due  on  allotment. 

In  due  course  Certificates  will  be  made  out  and  issued  to  tl 
holders  in  exchange  for  their  Allotment    I.- 
for  Application,  Allotment  and  Calls. 

K 
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(f )  Return  of  Allotments. 

Under  section  7  of  the  Companies  Act,  1900,  whenever  a  uompany 
Limited  by  shares  makes  any  Allotment  of  its  shares,  the  Company 
shall,  within  one  month  thereafter,   file  with  the  Registrar — 

(1)  A  return  of  the  allotments,  stating   the    number  and  nominal 

amount  of  the  shares  comprised  in  the  allotment,  the  names, 
addresses  and  descriptions  of  the  allottees,  and  the  amount 
(if  any)  paid  or  due  and  payable  on  each  share  ;    and 

(2)  In   the    case    of    shares    allotted    in    whole    or  in    part   for    a 

consideration  other  than  cash,  a  contract  in  writing  consti- 
tuting the  title  of  the  allottee  to  such  allotment,  or  if  there  is 
no  contract  in  writing  a  statement  in  lieu  thereof,  together 
with  any  contract  of  sale,  or  for  services  or  other  considera- 
tion in  respect  of  which  such  allotment  was  made,  such  contracts 
being  duly  stamped,  and  a  return  stating  the  number  and 
nominal  amount  of  shares  so  allotted,  the  extent  to  which  they 
are  to  be  treated  as  paid  up,  and  the  consideration  for  which 
they  have  been  allotted. 

If  default  is  made  in  complying  with  the  requirements  of  this  section, 
every  Director,  Manager,  Secretary  or  other  officer  of  the  Company 
who  is  knowingly  a  party  to  the  default  shall  be  liable  to  a  fine  not 
exceeding  fifty  pounds  for  every  day  during  which  the  default  continues. 


(g)  Journal  Entries  relating  to  the  Issue  of  Shares. 

Each  time  that  an  allotment  of  shares  is  made  an  entry  should 
be  made  in  the  Journal,  debiting  an  Application  and  Allotment  Account 
with  the  amount  payable  on  application  and  allotment  in  respect  of 
the  shares  so  allotted,  and  crediting  Share  Capital  Account,  reference 
being  made  to  the  Minutes  of  Allotment  and  to  the  pages  in  the  Appli- 
cation and  Allotment  Book,  where  the  details  are  shown.  If  more  than 
one  class  of  Capital  is  being  issued,  separate  accounts  must  be  opened 
in  the  ledger  for  each  class. 
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Similar  entries  mus1  be  made  debiting  the  Vendor  or  other  persons, 

and  crediting  Share  Capital,  in.  respect  of  all  shares  issued  for  a  considera- 
tion other  than  cash,  reference  being  made  to  th<-  Minutes  of  Allotment, 
and  to  the  contract  under  which  the  shares  are  issued. 

When  calls  are  made,  an  entry  must  be  made  debiting  Call  Account 

and  crediting  Share  Capital  Account  with  the  total  amount  due  in  rasped 
of  the  call. 

(h)  Shares  issued  at  a  Premium. 

While  shares  cannot  be  issued  at  a  discount,  they  are  frequently 
issued  at  a  premium.  When  this  is  done,  the  premium  is  in  the  nature 
of  a  Capital  Receipt,  and  the  proceeds  thereof  should  be  retained  in  the 
business  for  use  as  working  capital,  or  specifically  invested.  Premiums 
should  not  be  treated  as  Revenue  Profits  or  utilised  in  the  payment 
of  dividends,  although,  unless  the  Articles  state  otherwise,  there  i> 
nothing  to  prevent  the  Company  doing  so.  They  may,  however,  be 
used  for  the  purpose  of  writing  off  fictitious  assets,  such  as  preliminary 
jxpenses,  or  writing  down  Goodwill,  or  other  fixed  assets. 

The  premium  is  usually  made  payable  with  the  instalment  due 
on  allotment,  and  consequently  the  Journal  Entry  for  allotment  must 
contain  the  amount  in  respect  of  premium,  hut  this  latter  portion  should 
not  be  credited  to  Share  Capital  Account,  hut  direct  t<>  a  separate 
Premium  on  Shares  Account,  the  balance  of  which  may  subsequently 
he  transferred  to  General  Reserve  Account. 

The  only  reason  why  shares  can  he  issued  at  a  Premium  is  be 
high  dividends  have  been  paid  on  shares  already  issued,  and  it  i-  expected 
that  high  dividends  will  be  paid  on  the  shares  about  t<>  he  issued.  If. 
however,  the  premium  on  thest  shares  is  distributed  a-  dividend,  and 
only  the  nominal  value  retained  in  the  business  for  working  capital, 
it  is  improbable  that  by  the  use  of  such  capital  the  high  rate  of  dividend 
previously  declared  will  he  earned  on  the  additional  Bhares  issued.  Bui 
oi  course  this  argument  will  not  always  apply,  and  the  financial  policy 
to  be  adopted  must   be  determined  according  t<>  the  circumsti 
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ILLUSTRATION— 

On  30th  April,  1908,  a  Company  goes  to  allotment,  and  the  following  shares  are  allotted 

80,001)  Ordinary  Shares  of  £1  each, 

50,000  5  per  Cent.  Preference  .Shares  of  £1  each, 
payable  as  follows  :  2s.  6d.  on  application,  2s.  6d.  on  allotment,  5s.  one  month  after  allotment, 
and  10s.  three  months  after  allotment.  The  Ordinary  Shares  are  issued  at  a  premium  of 
2s.  Gd.  per  share,  payable  on  allotment.     Make  the  Journal  entries  recording  these  transactions. 

JOURNAL. 


1908. 
Aoril  30 


Application  and  Allotment  Account  (Ordinary  Shares)     . .         . .       Dr. 

To  .Sundries — 
Ordinary  Share  Capita!  Account 
Premium  on  Share  Account 

Being  2s.  (id.  on  application  and  5s.  on  allotment  (2s.  6d.  thereof 
being  premium)  on  80,000  Ordinary  Shares  of  £1  each,  allotted 
as  per  minute,  of  this  date. 


Application  and  Allotment  (Preference  Shares)       . .  .  .  .  .        Dr. 

To  Preference  Share  Capital  Account 
Being  2s.   6d.  on  application  and   2s  6d.  on   allotment  of  50,000 
Preference  Shares  of  £1  each,  allotted  as  per  minute  of  this 
date. 


£         s.    d. 
30,000     0     0 


s.   d. 


12,500     0     0 


May   31         First  Call  Account  (Ordinary  Shares) 

To  Ordinary  Share  Capital  A. -('011111 

Being  first  call  of  5s.  on  80,000  Ordinary  Shares  of  £1  each. 


20,000     0     0 


20,000     0     0 


May   31         First  Call  Account  (Preference  Shares)        Dr.  12,500     0     0 

To  Preference  Share  Capital  Account 

Being  first  call  of  5s.  on  50,000  Preference  Shares  of  £1  each. 

July   31         Final  Call  Account  (Ordinary  Shares)         Dr.  10,000     0     0 

To  Ordinary  Share  Capital  Account 

Being  Final  Call  of  10s.  on  80,000  Ordinary  Share's  . 

i 

July   31         Final  Call  Account  (Preference  Shares) Dr.  25,000     0     0 

To  Preference  Siiare  Capital  Account  ..  ..  ..  .. 

Being  Final  Call  of  10s.  on  50,000  Preference  Shares. 


12,500     0     0 


40,000     0     0 


§  7.— The  Share  Books. 

(a)  The  Share  Ledger. 

This  book,  which  is  often  arranged  so  that  it  can  be  utilised  as  the 
Register  of  Members  required  to  be  kept  by  Statute  as  previously 
mentioned,  contains  an  account  for  each  Shareholder,  showing  the 
number  of  shares  he  has  acquired,  the  number  he  has  transferred,  and 
the  balance  standing  in  his  name.  If  shares  are  issued  partly  paid  up, 
cash  columns  must  be  provided  to  record  the  payment  of  Calls.  As 
soon,  however,  as  the  shares  become  fully  paid  the  cash  columns  will 
no  longer  be  necessary.  Where  there  are  different  classes  of  shares, 
there  must  either  be  separate  Share  Ledgers  for  each  class,  or  separate 
columns  must  be  provided  in  order  to  distinguish  between  the  various 
classes  of  shares  held  by  each  Member.  The  following  is  a  convenient 
form  of  ruling  : — 
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Note  to  Illustration. 


The  amounts  payable  on  application  and  allotment  and  calls  by  each  shareholder  will 
be  posted  from  the  Application  and  Allotment  and  Call  Books  to  the  debit  of  that  Shareholder's 
Cash  Account  in  the  Share  Ledger,  and  cash  received  from  him  in  respect  thereof  will  be  credited 
to  his  cash  account  in  the  Share  Ledger  from  the  Shareholders'  Cash  Book. 

The  debit  balance  (if  any)  on  the  cash  columns  of  the  Shareholder's  Account  in  the  Share 
Ledger  will  represent  the  amount  due  by  him  in  respect  of  calls,  &c,  unpaid,  whereas  a  credit 
balance  will  represent  calls  paid  in  advance.  At  balancing  periods  the  balances  of  these  cash 
columns  will  be  extracted,  and  the  total  thereof  agreed  with  the  balance  of  the  Call  Accounts, 
representing  calls  in  arrear  or  calls  paid  in  advance. 


(b)  The  Register  of  Transfers. 

This  book  is  utilised  to  record  particulars  of  all  transfers  registered 
by  the  Company,  and  from  it  the  posting  will  be  made  into  the  Share 
Ledger.  In  some  cases  it  is  the  practice  to  dispense  altogether  with 
this  book,  the  transfers  themselves  being  filed,  and  the  postings  made 
direct  from  them  into  the  Share  Ledger.  This,  of  course,  saves  a  consider- 
able amount  of  labour,  and  possesses  the  possible  advantage  that  error 
is  less  likely  to  arise  since  the  posting  is  made  direct  from  the  original 
document,  instead  of  the  particulars  being  first  copied  into  a  subsidiary 
book.  At  the  same  time  the  absence  of  the  Register  is  inconvenient  for 
purposes  of  reference  and  check  on  the  transfer  fees  received.  It  is 
usual  for  the  Directors,  after  passing  the  transfers  to  any  given  date, 
to  initial  the  Transfer  Book  accordingly,  and  this  advantage  is  also 
lost  when  no  Register  is  kept. 

The  following  is  a  convenient  form  for  general  purposes  : — 
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(c)  The  Share  Warrant    Register. 

It  is  a  common  practice  among  certain  Companies,  particularly 
those  which  have  foreign  Shareholders,  to  issue  Share  Warrants  to  Bearer, 
instead  of  having  certificates  which  require  registration.  In  such  a 
case,  since  these  Share  Warrants  are  in  the  nature  of  negotiable  instru- 
ments, a  precise  record  must  be  kept  of  all  those  printed,  and  of  all 
those  issued,  and  to  whom.  For  this  purpose  a  Share  Warrant  Register 
will  be  utilised,  to  show  to  whom  the  warrants  were  issued,  the  numbers 
of  such  warrants,  and  the  distinctive  numbers  of  the  shares  to  which 
they  relate. 

Share  Warrants  can  only  be  issued  in  respect  of  shares  fully  paid 
up. 


§  8. — Preliminary  and  Formation  Expenses. 

This  is  the  term  given  to  the  expenses  incident  to  the  creation  and 
notation  of  a  Company.     The  following  items  are  usually  found  :  — 

(1)  Stamp  duties  and  tees  on  the  Nominal  Capital,  and  stamps  on 

the  contracts  transferring  the  assets. 

(2)  The  law  costs  of   preparing  the  Prospectus,  Memorandum  and 

Articles  of  Association  and  Contracts,  and  ot  the  Registration 
of  the  Company. 

(3)  Accountants'   and  Valuers'  Fees  for  Certificates,  &c. 

(4)  Printing  Memorandum  and  Articles  of  Association,  advertising 

and  issue  of  prospectuses. 

(5)  Underwriting  Commission,  and  Commission  on  placing  shares. 

(a)  Underwriting  Commission  is  the  amount  payable  to 
persons  who  undertake  to  subscribe  for  a  certain  number  of 
shares  in  the  event  of    the  public  not  taking  up  the  whole  of 
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the  shares  offered.  An  underwriting  contraci  ie  therefore  in 
the  nature  of  a  speculation.  If  the  public  respond  to  the  total 
<wt<-ni  of  the  shares  offered,  the  underwriters  receive  their 
commission  and  do  not  have  to  take  up  any  shares.  U  the 
public  only  partially  respond,  the  underwriters  have  to  t«ik<* 
up  t  he  shares  uol  subscribed  for  in  proporl  Lou  to  their  com1 
h  is  usual  for  the  underwriters  to  make  formal  application 
fox  tkc  shares  they  underwrite,  on  the  understanding  that 
allotments  will  be  made  only  to  the  extent  the  public  do  aol 
apply. 

(/>)  Commission  on  placing  shares  is  an  amount  -pax-able  to 
parties  who  introduce  persons  to  the  Company  willing  to  become 
Members,  and  to  take  up  shares  accordingly.  Tins  commission, 
therefore,  differs  from  Underwriting  Commission  in  so  far  as 

it  is  not  a  speculative  transaction,  and  is  only  paid  in  the  event 
of  Capita]  being  introduced. 

These  payments  arc  authorized  by  section  8  of  the  Com- 
panies Act,  1900,  and  section  8  of  the  Companies  Act.  I i »« »7. 
the  latter  giving  this  power  to  Companies  not  making  a  public 
issue.  The  amount  or  rate  per  cent,  of  the  Commission  must 
be  authorized  by  the  Articles  of  Association,  and  disclosed  in 
the  Prospectus,  or  the  Statement  required  to  be  filed  with 
the  Registrar  in  lieu  thereof,  and  in  any  invitation  to  subscribe 
for  shares  not  being  a  Prospectus. 

This  Commission  is  usually  payable  in  cash,  bu1  sometimes 

by  the  issue  of  fully  paid  shares,  or  partly  in  one  form  and 
partly  in  the  other. 

Under  section  7  of  the  Companies   Act,    1907,   the   total 

amount  of  this  Commission,  together  with  any  discount  on  the 
issue  oi  Debentures, or  bo  much  thereof  a-  lias  not  been  written 
off,  must  be  stated  in  every  Balance  sheet  until  the  whole 
amount  lias  been  written  off. 
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(6)  Brokerage  on  placing  Shares. 

This  is  an  amount  payable  to  Brokers  whose  clients  sub- 
scribe for  shares  in  the  Company  on  Application  Forms  Stamped 
with  the  Brokers'  stamp. 

(7)  Cost    of   printing    Share    Certificates,  &c,  and   cost   of   original 

books. 

These  preliminary  and  formation  expenses  are  sometimes 
borne  entirely  by  the  Company,  and  sometimes  by  the  Vendors, 
or  apportioned  between  these  parties,  the  expenses  up  to 
allotment  being  payable  by  the  Vendors,  and  the  expenses 
afterwards  by  the  Company.  Care  must  be  taken  to  see  that 
the  Company  is  only  charged  with  expenses  properly  payable 
by  it. 

This  expenditure  is,  strictly  speaking,  of  a  Capital  nature, 
but  as  it  is  unrepresented  by  available  assets  it  is  usual  to 
write  it  off  as  soon  as  possible  out  of  Revenue,  the  usual  period 
being  from  three  to  five  years.  The  balance  not  written  off 
will  be  carried  forward  in  the  Balance  Sheet  on  the  asset  side, 
Underwriting  and  other  Commission  on  the  issue  of  shares 
being  shown  separately. 


§  9. — Mortgages  and  Debentures. 

(a)  Definition  of   Mortgage. 

A  Mortgage  is  a  conditional  transfer  of  property  made  for  the  purpose 
of  securing  repayment  of  a  loan  with  interest.  Until  default  is  made 
in  the  terms  of  the  Deed,  either  as  regards  the  payment  of  interest  or 
the  repayment  of  principal,  or  in  any  other  way,  the  Mortgagor  (i.e. 
the  borrower)  retains  possession  and  use  of  the  property,  but  as  he  does 
not  possess  the  legal  title  thereto  he  cannot  convey  it  without  the  consent 
of  the  Mortgagee  (i.e.  the  Lender). 
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The  entries  in  a  Company's  books  when  money  la  borrowed  on 
mortgage  will  be  to  debit  Cash  and  credit  the  Mortgagee.  A  note  should 
be  made  in  the  Ledger  Account  of  the  asset  charged  under  the  Mortgage. 
The  proper  entry  must  be  made  in  the  Register  of  Mortgages,  In  t la- 
Balance  Sheet  the  loan  should  be  shown  separately  on  the  liability  aide 
of  the  Balance  Sheet  as  loan  on  Mortgage,  and  a  note  should  l>e  made 
under  the  asset  charged.  Sometimes  the  method  is  adopted  of  deducting 
the  amount  of  the  .Mortgage  from  the  asset,  and  only  extending  the 
surplus  on  the  asset  side  of  the  Balance  Sheet,  but  this  is  not  recom- 
mended, as  it  has  the  effect  of  reducing  the  totals  of  the  assets  and 
liabilities  respect  ively. 


(b)   Definition  of  Debenture. 

A  Debenture  is  a  written  acknowledgment  of  a  debt  by  a  Company 
under  seal,  usually  containing  provisions  as  to  payment  of  interest  and 
repayment  of  principal.  It  may  be  either  a  Simple  or  Naked  Debent  ure 
carrying  no  charge,  or  a  Mortgage  Debenture  carrying  either  a  fixed 
or  floating  charge  on  some  or  all  of  the  assets  of  the  Company,  either 
including  or  not,  as  the  case  may  be,  the  uncalled  Capital  of  the  Company. 

Under  section  10  of  the  Companies  Act,  L907,  all  mortgagi  and 
charges  affecting  the  property  of  a  Company,  as  defined  in  that  section, 
must  be  registered  within  21  days  after  the  date  of  creation  with  the 
Registrar  of  Joint  Stock  Companies,  otherwise  they  will  be  \oid  against 
the  Liquidator  and  any  creditor  of  the  Company,  so  far  as  the  security 
comprised  by  the  charge  is  concerned.  If  so  rendered  void  the  principal 
moneys  will  immediately  become  repayable. 

Debentures  may  either  take  the  form  of  bonds  to  bearer,  or  they 
may  be  registered  in  the  names  of  the   holders,  transmission  being  l>\ 

transfer.  In  such  a  case  a  Debentun  Ledger  must  be  kept,  similar  in 
form  to  the  Share  Ledger  previously  described,  in  order  to  record  the 
necessary  particulars.  Debenture  stock  may  also  !»<•  issued,  the  dis- 
tinction between  this  and  Registered  Bonds  being  similar  to  the  dis- 
tinction between  Stock  and   Shares  mentioned  earlier  in  this  chapter. 
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On  the  issue  of  a  series  of  Debentures  by  a  Company  it  is  usual 
for  two  or  more  persons  to  be  appointed  as  Trustees  for  the  Debenture 
Holders,  for  the  purpose  of  looking  after  their  interests,  and  taking 
any  action  that  may  be  necessary. 

Entries  in  the  books  of  a  Company  on  the  issue  of  Debentures 
will  be  similar  to  those  on  the  occasion  of  an  issue  of  Shares,  sundry 
Debenture  Holders  being  debited  with  the  various  instalments  due, 
and  Debenture  Account  credited.  The  proper  entry  must  also  be  made 
in  the  Register  of  Mortgages  kept  by  the  Company,  a  form  of  which 
is  printed  in  §  4  of  this  chapter. 


(c)  Debentures  Issued  at  a   Premium. 

When  Debentures  are  issued  at  a  premium,  the  premium  may  be 
dealt  with  in  various  ways.  Unless  the  Articles  prevent,  the  premium 
can  be  treated  as  Revenue  Profit,  and  distributed  in  dividend,  but  it 
is  not  wise  to  do  this.  It  may  either  be  put  to  Reserve  Account,  or 
be  made  to  form  the  nucleus  of  a  Debenture  Redemption  Fund.  It 
may  also  be  used  to  write  off  fictitious  assets,  or  to  write  down  fixed 
assets.  It  is  usual  to  charge  the  expenses  of  issuing  the  Debentures 
against  the  premium  received. 

In  the  Balance  Sheet  the  Debentures  will  show  as  a  liability  at 
their  nominal  value. 


(d)  Debentures   Issued   at  a   Discount. 

Unlike  Share  Capital,  Debenture  Capital  can  be  issued  at  a  Discount, 
and  the  discount  can  be  regarded  as  a  lump  sum  allowed  to  the  lenders 
at  the  time  of  their  taking  up  the  Debentures,  in  consideration  of  a  lower 
rate  of  interest  being  payable  than  would  have  been  the  case  had  the 
Debentures  been  issued  at  par.  The  financial  position  of  the  Company 
and  the  state  of  the  money  market  at  the  date  of  issue  are  important 
factors  in  determining  the  price  of  issue. 
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The    Debentures  will  Btand  in   the  Balai  liability 

Bide  al   their  a  minal  value,  and  the  disco un1   will  be 
a  period  «  I  years,  the  balance  r<  n  i  inii  \  eh 

in  the    f ivJnn't-  Sheet,   and   Bhown    separately  ;is  Buch    und  Q  7 

of  the  Companies  Ad.   1907.     -V-   this  disc*  i  i 

available  asset,  it  is  very  advisable  thai  it  should  In-  written  off  ;i-  Boon 
as  possible.  It  cannol  be  Baid,  however,  t<»  l><  incorrecl  to  write  off 
the  discount  over  the  period  for  which  the  Debentures  run,  and  in  that 
case,  when  no  Sinking  Fund  is  formed  tor  the  purpose  of  repaying  the 
Debentures  and  the  Debentures  are  repayable  at  the  end  of  a  given 
period,  an  equal  amount  <>f  the  discount  should  he  written  off  each 
year.  If  the  Debentures  arc  repayable  by  annual  drawings  without 
the  provision  of  a  Sinking  Fund,  the  discount  should  be  written  off  in 
relative  proportion  to  the  amount  of  Debentures  o  ling,  in  order 

that  the  periods  enjoying  the  use  of  the  greater  portion  of  the  Debentures 
should  be  charged  with  the  greater  portion  of  the  discount. 

ILLUSTRATION 

A  Company  issues,  on  1st  January,  l'.»'i7.  thirty  Debentures  oj  £100  each  at  90,  repayable 
by  instalments  of  £1,000  a1  the  end  of  the  first,  Becond  and  third  yean  respectively. 
the  Discount  Account,  assuming  the  Discount  to  be  written  oft  over  the  period  proportionately. 
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\.i/«   Id   Illustration. 

In  the  above  ii   ••••ill  be  seen  thai   the  ai ml  oi  discount  written  ofl  La  th< 

three  times  the  i mn1  written  off  in  the  last,  sine-  the  amount  of  Debentures  outstanding 

during  the  first  year  is  three  times  the  amount  outstanding  during  the  last.     The  waj  to 
ai  the  proper  calculation  is  to  take  the  period  oi  years,  and  add  up  the  various  Dumb 
prising  it.     In  the  above  illustration  the  period  is  three  yean,  and  the  numbers  added  ■ 
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will  be  3  plus  2  plus  1=6.      In  the  first  year,  therefore,  three-sixths  of  the  discount  must  be 
written  off,  in  the  second  year  two-sixths,  and  in  the  third  year  one-sixth. 

Where  the  redemption  of  the  nominal  amount  of  the  Debentures  repayable  is  provided 
for  by  charges  against  Profit  and  Loss,  such  charge  will  include  the  provision  for  discount, 
and  consequently  the  same  can  be  written  off  against  the  credit  balance  of  the  Redemption 
Account. 


(e)  Debentures   Repayable  at  a   Premium. 

These  Debentures  will  stand  in  the  Balance  Sheet  as  a  liability 
at  their  nominal  amount,  with  a  note  of  the  amount  at  which  they  are 
repayable,  any  discount  or  premium  on  issue  being  treated  in  one  of 
the  ways  described  above. 

If  a  Sinking  Fund  is  formed  to  provide  for  repayment,  the  same 
should  include  provision  tor  the  pa}nnent  of  the  premium  on  redemption. 
It  no  Sinking  Fund  is  formed,  the  premium  should  be  provided  for  out 
of  profits  over  the  period  of  the  Debentures. 

(f)  Redemption  of  Debentures. 

Debentures  may  be  irredeemable,  but  this  is  infrequent  in  the 
case  of  a  Limited  Company.  It  is  more  usual  to  find  irredeemable 
Debentures  or  Debenture  Stock  in  the  case  of  Companies  formed  under 
special  Act  of  Parliament. 

Debentures  may  either  be  redeemable  at  the  end  of  a  given  period 
or  by  annual  drawings.  The  Trust  Deed  will  contain  provisions  for 
redemption,  and  will  also  usually  stipulate  for  the  provision  of  a  Sinking 
Fund  being  formed  out  of  profits  for  the  purpose  of  repayment.  An 
illustration  of  the  entries  in  the  Company's  books  in  a  case  of  this  sort 
is  given  in  Chapter  IV.,  §  7. 

Another  method  which  has  recently  come  into  considerable  favour 
is  for  the  Company  to  take  out  an  endowment  policy  with  an  Insurance 
Company  for  the  amount  of  the  Debentures.  In  such  a  case  the  pro- 
cedure in  the  Company's  books  will  be  on  similar  lines  to  that  described 
in  Chapter  IV.,  §  3  (e),  dealing  with  an  endowment  policy  taken  out 
for  the  purpose  of  replacing  a  lease. 
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Under  section  15  of  the  Companies  Act,  1907,  H  is  now  legal  for 
a  Company  to  redeem  its  Debentures  either  by  purchase  or  otherwise, 
and  to  keep  them  alive  for  re-issue,  unless  the  Articles  of  the  Company 
or  the  conditions  of  issue  expressly  otherwise  provide,  or  unless  the 
Debentures  have  been  redeemed  in  pursuance  ol  any  obligation  <>n  the 
Company  so  to  do. 

(g)  Debentures  issued   as  Collateral  Security  for  a   Loan. 

It  is  a  common  practice  for  Companies  to  issue  their  own  Debentures 
as  collateral  security  against  a  loan  or  overdraft  from  a  Bank  or  other 
parties.  Section  15,  sub-section  (2)  oi  the  Companies  Act,  L907,  expressly 
refers  to  this  procedure,  and  provides  that  such  Debentures  shall  not 
be  deemed  to  have  been  redeemed,  by  reason  only  of  the  account  of  the 
Company  having  ceased  to  be  in.  d<  hit  whilst  the  Debentures  remained 
so  deposited. 

The  term  collateral  security  means  a  security  which  can  be  realised 
by  the  party  holding  it,  in  the  event  of  the  original  loan  in  respect  of 
which  the  security  was  given  not  being  repaid  at  the  proper  time,  or 
in  any  other  specified  cases,  according  to  the  agreement  between  the 
parties.  As  soon  as  the  loan  is  repaid  the  collateral  security  is  auto- 
matically released. 

When  Debentures  are  issued  in  this  manner  they  should  be  shown 
in  short    in  the   Balance  Sheet,  and  stated  as   having    been  issued  as 

collateral    security.     The    loan    against    which    they    .ire    issued    will    he 
extended  as  a  liability  in  the  usual  way. 

It  is  preferred  by  some  to  record  the  transaction  by  crediting  the 
Debenture  Account  with  these  Debentures,  and  debiting  a  Debenture 
Suspense  Account  with  the  same  amount,  the  Latter  item  showing  on 
the  asset  side  of  the  Balance  Sheet.  When  the  Debentures  are  released 
the  entry  is  written  hack,  and  consequently  will  disappear  from  both 
sides  ..I  the  Balance  Sheet.  There  does  not  appear  to  he  any  particular 
advantage  to  he  obtained  in  adopting  this  method,  as  the  whole  of  the 
facts  are  clearly  disclosed  in  the  Balance  Sheet  by  the  first  method  of 
treatment  described  abo^  <•. 
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§  10. — The  Purchase  of  a  Private  Business  by  a  Limited  Company, 

In  many  cases  Private  Businesses  are  turned  into  Limited  Liability 
Companies  for  family  reasons,  particularly  to  facilitate  arrangements 
on  the  death  of  one  of  the  Proprietors  who  may  be  possessed  of  a 
large  sum  of  capital  in  the  business,  the  withdrawal  of  which  by  his 
Executors  might  have  serious  effects  on  the  financial  position.  This 
difficulty  can  be  entirely  overcome  by  converting  the  business  into  a 
Private  Limited  Company,  the  former  partners  receiving  in  exchange  for 
their  Capital  and  Goodwill,  Cash,  Shares,  or  Debentures,  as  the  case  may 
be.  The  shares  of  a  Limited  Company  being  transmissible  by  will,  and 
the  death  of  any  member  not  a  fleeting  the  constitution  of  a  Limited  Com- 
pany, no  inconvenience  will  arise  in  the  event  of  such  deaths  taking  place. 

In  addition  to  private  arrangements  of  this  nature,  a  Public 
Company  is  very  often  formed  for  the  purpose  of  acquiring  a  Private 
Business,  and  in  this  case  the  usual  procedure  is  for  a  Promoter  or  a 
Syndicate  to  purchase  the  business  from  the  original  owners,  and  re- 
sell to  the  Company  at  a  profit. 

In  either  case  the  transactions  to  be  recorded  from  the  Company's 
point  of  view  are  the  same.  It  by  no  means  follows,  however,  that 
the  assets  acquired  by  the  Company  will  be  taken  at  the  same  valuation 
as  that  at  which  they  stood  in  the  books  of  the  firm.  In  cases  where 
a  public  issue  is  made,  there  is  usually  a  revaluation  of  all  the  fixed 
assets,  and  frequently  the  Vendors  guarantee  the  Book  Debts  to  be 
good.  In  many  cases  it  is  usual  for  the  Company  to  take  over  the  trade 
liabilities  as  part  of  the  purchase  consideration. 

In  addition,  however,  to  the  purchase  price  of  the  actual  assets 
acquired,  there  is  usually  a  further  sum  payable  in  respect  of  Good- 
will, which  is  generally  more  or  less  based  on  so  many  years'  average 
profits.  All  Companies  making  a  public  issue  must  specifically  state 
in  their  prospectus  the  amount  of  the  purchase  consideration  allotted 
to  Goodwill ;  but  from  the  book-keeping  point  of  view  it  should  be 
remembered  that  the  Goodwill  will  be  represented  by  the  excess  of  the 
purchase  consideration  payable  to  the  Vendor  over  the  value  of  the 
actual  assets  acquired,  less  liabilities  taken  over  (if  any). 
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fa)  Entries  in  the  Books. 

The  Journal    Entries  in  the  Company's  books  necessary  to  record 
transactions  of  this  nature  will  be  as  follows  : 

(1)  Debit  accounts  with  the  various  assets  acquired,  and 
Goodwill,  and.  credit  the  Vendor  and  any  liabilities  that  may  be 
taken  over  by  the  Company. 

(2)  Debil  the  Vendor,  and  credit  Share  Capital  Account,  Deben- 
tures, Cash,  &c,  for  payment  of  the  purchase  consideration. 


ILLUSTRATION  - 
A  Company   tak< 


iver  the  following  assets  and  liabilities  "i  .i  private  business: 


Leasehold  Property  . . 
Plant  and  Machinery 
Btock-in-Trade  ..  .. 
Sundry  Debtors 


Leu  Trade  Creditors 


E       B.    .1 

£ 

7,000     0     0 

:;. 

1,600     'i     0 

8,0 0 

1,600     0     0 



10,100     ii     ii 

li.  1  'tn     (i     0 

£17,( 

The  purchase  consideration  is  620,000,  and  is  payable  t<>  the  Vendor  as  follows :-— £10, 

in  Ordinary  Shares  of  i">  «.i«li  fully  paid,  £5,000  in  5  per  Cent.  Preference  Shares  oi  EG  each 
1 1 1 1 1 \  paid,  and  the  balance  in  cash,  show  the  opening  Journal  Entries  in  ih<-  ln.uk-  oi  the 
Company. 

JOURN  LL. 


Bundries. 

To  Sundries 
Leasehold  Property  . . 
Plan!  and  Machinery 
Stock-in-Trade 
Sundry  Debtors 



ii Iwill         ..... 

Sundry  Creditors 

Vendor 
Being  iundrj   assets  and  liabilities  t  iken  over  u  per  contract  dated 


■i  £i 


lulls    paid 


Vendor 

To  sundries — 
Ordinary  Share  Capital     8,000  Share 
Preference  Share  <  apil  d 

1,000  Shares  at  £6  mils-  paid  



Being  discharge  ol  purchase  oonsiderai  mtract  date 


7. '     0 

8,000     'i     " 
4,600     O     0 

8,0 

1,600     0     0 
::.'«ii 


2,1 ii 

■     n     o 

■      1)      () 

£          -.    .1. 
20,000     "     i» 

£       -      ,1. 

£-.50,000 


,,      ,, 


Vote  !•>  Illustration. 

In  making  the  firsl  Journal  Entry  the  figure  of  Goodwill  will  be  ascertained  by  taking 
the  difference  between  the  assets,  less  liabilities  taken  over,  and  the  purchase  oonsideratioa 
payable  to  the  \  endor. 
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The  following  illustration  shows  the  effect  of  the  conversion  of  a 
Private  Firm  into  a  Limited  Company  on  the  books  of  the  firm,  and 
also  the  entries  in  the  books  of  the  Company : — 

ILLUSTRATION— 

The  X.  Company,  Limited,  was  formed  to  purchase  the  business  of  A.  and  B.,  who  share 
profits,  two-thirds  and  one-third  respectively,  and  whose  Balance  Sheet  at  30th  June,  1908, 
was  as  follows  : — 


Dr. 

BALANCE     SHEET. 
A.    AND    B. 

Or. 

To  Creditors 
„   Bills  Payable  .  . 
„   Loan  Account. . 
,,  Capitals : — 

A 

B 

.  .  £8,000 
.  .     5,000 

£ 

2,700 

900 

400 

13,000 

S. 
0 
0 
0 

0 

d. 

0 
0 
0 

0 

!     By  Freehold  Property . . 
,,    Plant  and  Machinery 
„     Goodwill 
„    Investments 
„    Stock 
„    Debtors 

Less  Reserve 

„    Bills  Receivable 
„    Cash 

'.  '.  £3,100 
200 

£ 
5,000 

2,500 

1,000 

600 

3,000 

2,900 

800 

1,200 

S.     (1. 

0     0 
0     0 

0      0 
0     0 
0     0 

0     0 
0     0 
0     0 

£17,000 

0 

0 

£17,000 

0     0 



The  Company  takes  over  the  assets  at  book  value,  with  the  exception  of  the  Freehold 
Property,  which  is  taken  over  at  £6,000.  The  investments  are  retained  by  the  firm,  and  sold 
by  them  for  £450.  They  also  discharge  the  loan  of  £400,  but  the  Company  takes  over  the 
remaining  liabilities. 

The  purchase  consideration  for  the  net  assets  taken  over  is  fixed  at  £18,950,  payable 
as  follows  :— £9,500  5  per  Cent.  Debentures,  £7, (><)<>  fully  paid  Ordinary  Shares  of  £1  each,  and 
the  balance  in  cash.  A.  and  B.  agree  to  divide  the  assets  forming  the  purchase  consideration 
in  proportion  to  the  balances  standing  to  the  credit  of  their  respective  Capital  Accounts,  after 
the  adjustments  rendered  necessary  by  the  sale  of  the  business  and  investments  have  been 
completed. 

Show  the  Ledger  Accounts  closing  the  firm's  books,  and  the  Journal  Entries  opening 
the  Company's  books. 
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To  Freehold  Property 

„  Plant  and  Machinery 

„  Goodwill 

„  Stock     . . 

„  Debtors 

,,  Bills  Receivable 

„  Cash      .. 

,,  Balance,  being  prolit  on  Realisation 


To  Capital  Accounts  : — 

A.  two-thirds  of  £6,150 

B.  one-third 


5,000  0 

2,500  0 

1,000  0 

3,000  0 

3,100  0 


1,200 
6,150 

0 
0 

o 

0 

£22,750 

0 

0 

£ 
4,100 
2,050 

s. 
0 
0 

d. 
0 

0 

£6,150 

0 

• 

Bv  Creditors 

„  Bills  Payable 

„  Reserve,  for  Bad  Debts 

,,  Purchasing  Co. 


900     0 

200     0 

18,950     0 


£22,750 

0     0 

£ 
6,150 

s.    d. 
0     0 

£6,150 

0     0 

Dr. 
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£      s.     1 

To  Realisation  Account 18,960    0    0         Bj    Debenture! 

,.    Ordinary  Bbarei 

<  lata                                  ... 

t      -     .1 
9,50" 

0     0 
1,850     0     '1 

18,960     0     0 

Dr. 


DEBENTUR]  - 


I 


£       s.    '1 
9,60 

Bj    A 
..    B. 

lapital  act 

ounl 

-    .1 

,    ,,    ,, 

■     o     0 

i 

Dr. 


<)1;di.\ai:v    sharks. 


lu  Purchasing  Oo. 

£      s.  d. 
7,600     0     0 

By    A.    1  :il>it;il    A'lollllt 

,,    B. 

1 

4. -MK 

0     0 

£7,6 i      II 

£7,600     0     0 

lh: 


A.    CAPITAL    ACCOUNT. 


i "  Loss  mi  [nvestmenta 
„   Balance 

E      s. 

n 

12,000     " 

d. 

0 

0 

By 
By 

Balance 

Profit  mi  Realisation 

£12,100     0 

" 

la  Debentures— 

twelve-nineteenths  ol  £u,ouo 

.,   Shares — 

twelve-nineteenths  "i  £7, mi" 

..    la-li 

twelve-nineteenth:!  of  £l,uoo 

t       B. 

6, i     0 

1,800     0 

1,200     0 

£12,1 

d. 

" 
(i 
0 

Balance 

Or. 


S.IMIII        II        (I 

4,1""      Q      0 


£12,100 

12, 

-     .1 

Dr. 


on  investments 
..   Balance 


B.    CAPITAL    ACCOUNT. 


■ 


To  Debet  I 

■even-nineteenths  ol  £9,600 
..  Bhares 

■even-nineteenths  ol 

..  «  tab 

■even-nineteenths  ol  £1. 


1 

60 
7,000 

o    e 

,,     q 

£7,050 

0     ii 

B,  ,1 

(i     Q 

■:.-»<> 

0     0     | 

700 

0     0 

£7, 

..     Profit  on  U< 


Bj    Balance 


- 


7,000     0     0 


£7. 
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( 'r. 


To  Purchasing  Co. 
,,  Investments 

£     s.   d. 

1,850     0     0 

450     0     0 

By  Loan  Account 
„    Balance 

ISy   A.  Capital   Account 
»     B.       „ 

£      s.   d. 

400     0     0 

1,900     0     0 

£2,300     0     0 

£2,yoo     (i     n 

To  Balance           

£      s.    d. 
1,900     0     0 

£      s.    d. 
1,200     0     0 

700      0      (I 

£1,900     0     0 

£1.900     0     0 

Dr. 

LOAN     ACCOUNT.                                                        Or. 

To  Cash 

£      s.    d. 
400     0     0 

£     s.   d. 
By  Balance        400     0     0 

NEW  COMPANY'S  BOOKS. 
JOURNAL. 


Sundries. 

To  Sundries — 
Freehold  Property 
Plant  and  Machinery 

D) 

£             8. 

0,000     0 
2,500     0 

d. 

0 
0 

« 

b.    d. 

Stock    

Debtors           

Bills  Receivable 

3,000     0 

:i,100    0 
800     0 

0 
0 
0 

Cash 
Goodwill 

Creditors 

1,200     0 
6,150     0 

0 
0 

Bills  Payable 

Reserve  for  Bad  Debts   . 

900 

0     0 

Vendor 

18,950 

0     0 

•    £22,750     0 

0 

£22,750 

0     0 

Being  sundry  assets  and  liabil 

ities  ta 

ken  o 

ver  as 

per  coi 

tract  c 

ated 

Note.— The  figure  of  Goodwill  is  ascertained  by  taking  the  difference  between  the  assets. 
less  liabilities,  taken  over,  and  the  purchase  consideration  payable  to  the  Vendor. 


Vendor. 

To  Sundries — 

Ordinary  Share  Capital 

Debentures 

Cash 


Being  7600  Ordinary  Shares  of  £1  each  and  9,500  5%  Debentures  issued  fulh 
i.ud,  and  cash  paid  in  settlement  of  purchase  consideration  as  per  contract  dated 


£         s.    d. 
18,950     0     0 


?; is. ii;,o    o    o 


7,600  0  0 
9,500  0  0 
1,850     0     0 


a  is,  950    o    o 


16, 100 
3,600 

0 

a. 

n 

0 

E12.800 

0 

0 

18,060 
12,800 

II 

II 

II 

II 

1,000 

II 
1) 

'I 

It 

7,160 
1,000 

(1 
II 

II 
II 

£6,150     0     0 
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Note  to  Illustration. 

The  figure  <>t  <  ;<><>< I w ill  can  be  proved  as  follows :  — 

The  Goodwill  Lb  the  difference  between  tin-  book  ralue  of  the  oel  assets  taken  - 
shown  by  the  books  of  the  Brm  (subject    to  anj  revaluation  of  the  assets  by  the  new  Company) 
and  tin'  purchase  consideration. 

Thus  the  book  ralue  <>f  the  assets  taken  over  was 
/.c.vs  book  value  oi  Liabilities  taken  over 

Book  tralue  of  net  assets  taken  over 

The  purchase  consideration  u;is 

Less  book  value  oi  nel  assets  as  ahove 

Goodwill  Bubjed  to  adjustment 

Ailil  original  value  of  Goodwill  taken  over  and  included  in  book 

Value  of  lift    assets 


/<  s  adjusted  difference  in  the  revaluation  of  freehold  premisi 
<■ Lwill  as  shown  in  new  Company's  books 

b      Apportionment  of  Profit   prior  to  Incorporation. 

Frequently  a  Company  takes  over  a  business  as  and  from  a  date 
prior  to  the  incorporation  of  the  Company  itself.  In  such  an  evenl 
any  profits  earned  prior  to  the  date  of  incorporation  to  which  the  ( lompany 
may  be  entitled  cannot  be  regarded  as  profits  available  for  dividend, 
but  are  of  a  capital  nature,  since  the  Company  cannot  earn  profits  before 
ii  comes  into  existence.  When  the  Vendor  is  not  entitled  to  bake  Buch 
profits  himself  he  is  usually  entitled  to  interest  on  the  purchase  con- 
sideration from  the  date  when  the  business  was  taken  over  to  the  date 
when  the  purchase  consideration  is  discharged.  If  that  is  so,  the  interest 
payable  to  1  he  Vendor  for  the  period  from  the  date  of  taking  the  business 
over  till  the  date  of  incorporation  can  be  charged  against  the  profits 
earned  during  that  period,  any  interest  payable  in  respect  oi  any  period 
after  the  date  of  incorporation  being  charged  against  t he  Profit  and 
Loss  Account.  The  remaining  balance  of  profit  earned  prior  to  in- 
corporation  (if  any)  should  either  be  written  off  the  Goodwill,  or,  if  there 
be  no  Goodwill,  some  othei  fixed  asset,  or  carried  forward  as  a  capital 
reserve  not  available  for  revenue  purposes. 

If  Stock  is  not  taken  at  the  date  of  incorporation,  and  the  exact 
profits   thereto   cannot    consequently   be   ascertained,  it    is   usual    to  arrive 
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at  the  proportion  of  profits  applicable  to  the  period  prior  to  incorporation, 
either  by  apportioning  the  whole  profits  earned  according  to  the  periods 
themselves,  or  in  proportion  to  the  turnover  of  those  periods,  the  latter 
being,  strictly  speaking,  the  more  correct  method. 

The  date  of  the  division,  in  these  cases,  should  be  the  date  of  in- 
corporation, and  not  the  date  of  the  certificate  entitling  the  Company 
to  commence  business ;  since  once  that  certificate  has  been  issued  the 
Company's  power  of  legally  carrying  on  business  dates  back  to  the  date 
of  incorporation. 

§  11.— Forfeited   Shares. 

The  Articles  will  usually  give  power  to  the  Directors  to  forfeit  shares 
in  respect  of  which  calls  are  unpaid  and  overdue,  proper  notice  having 
been  given  to  the  Shareholder  that  unless  he  pays  up  his  calls  his 
shares  will  be  forfeited.  The  revised  Table  A  also  gives  power  to 
forfeit  for  non-payment  of  premium. 

When  such  forfeiture  takes  place  the  Capital  Account  should  be 
debited  with  the  amount  called  up  in  respect  of  the  shares,  and  Forfeited 
Shares  Account  credited.  The  calls  in  arrear  in  respect  of  these  shares 
will  have  shown  as  a  debit  balance,  either  to  the  debit  of  the  Call  Accounts 
or  the  Sundry  Shareholders'  Account.  These  should  be  written  off 
against  the  Forfeited  Shares  Account.  The  credit  balance  of  this  account 
will  then  represent  the  actual  cash  received  in  respect  of  the  shares 
forfeited. 

Until  these  shares  are  re-issued  this  balance  should  stand  as  a 
separate  item  in  the  Balance  Sheet,  as  a  liability  under  the  heading 
of  Forfeited  Shares  Account. 

Forfeited  Shares  can  be  re-issued  as  fully  paid  at  any  price,  as  long 
as  that  price,  plus  the  cash  originally  received  before  forfeiture,  together 
amount  to  at  least  the  par  value  of  the  shares  in  question.  If  in  such 
a  case  after  the  proper  adjustments  have  been  made  there  still  remains 
a  credit  balance  on  the  Forfeited  Shares  Account,  this  can  be  transferred 
to  General  Reserve,  or  even  to  Profit  and  Loss  Account  (unless  the 
Articles  forbid),  although  this  course  is  not  advisable. 
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ILLUSTRATION 

A  Company  has  an  issued  Capital  ol  El 5,000  in  shares  ol  t'l  each  fully  paid,  with  the 
exception  of  200  shares  i<k  paid.  The  latter  are  forfeited  for  non-payment  of  calls,  and  sub- 
sequently re-issued  fulrj  paid  at  the  price  oi  L6s.  per  share.  Shovi  the  entries  in  the  Company's 
Journal  and  Ledger  recording  these  transactions. 

JOURNAL. 


£ 

1. 

.1. 

£ 

Bbare  Capital   Lccounl        Dr. 

Ited  3h  me   ia  ount 

800 

0 

II 

2 i 

Being  "'"'  snares  ■•!  '-i  each  i  irfeited  for  non-payment  "t  calls  as  pet  minute 

dated 

forfeited  Shares   Account   ..         ..         ..         ..         ..         ..         ..                 Dr. 

100 

0 

II 

To  Sundry  Shareholders             

100    ii     ii 

Being  '"ill-  in  ;irn-:ir  LOs.  per  share  on  800  shares  i- .rf«-ir.-.i  oo*  transferred. 

Sundries.                                                                                                                                       Dr 

To  Share  Capital  Account         

JIM.        II         II 

Sundry  Shareholders 

ISO 

II 

n 

forfeited  Shares  Account    .. 

60 

II 

0 

Being  re-issue  "i  800  forfeited  shares  of  El  each  as  fully  i>:ii<l  al  i—  i"-r  share. 

Dr. 


LEDGER. 
HARE    CAPITAL    ACCOUNT. 


To  Forfeited  Shares  Account » I 

„   Balance  80, I    0    0 


•.-jn.-Jiii)     o     o 


By  Balance 
,.    Sundries 


£      s.   d. 

20,000     0     0 

200     0     0 


£20,000     0     0 


FORFEITED    -II  MIES    ACCOrvr. 


0 


To  Sundry  Shareholders 
..  Share  Capital  Account 

..   Balance               

£      s.   d.                                                                                           i 
l ii          By  Share  Capital  Account                              200    0    0 

.-,11    ii    0 

50     0     0 

£200     0     0 

By  Balance            £50    0    0 

Dr. 


,.  Share  Capital  Account 


SUNDRY     SHAREHOLDERS'    ACCOUNT. 


£        s.    .1. 

100    0    11  By  Forfeited  - 

150    0    0  ..    Cash 


100     0     0 
IM     0     0 


y<-/«   to  Illustration. 

As  the  shares  in  question  arc  now  re  issued,  tli<"  balance  ol  the  Forfeited  Shares  Account, 
after  transferring  6s.  per  .-hair  (the  amount  necessary  t<>  make  the  price  01  reissue  up  n>  par*, 
is  an  absolute  profit,  and  may  either  be  carried  forward  in  the  Balance  Sheet  <>r  transferred 
to  Reserve  Account,  or  even  i<>  Profit  and  Loss,  unless  1 1 1 « -  Articles  forbid;  but  this  last  course 
is  mil  iii  be  recommended. 
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§  12.— Bonus  Shares. 

(a)  Issue  of  Bonus  Shares  at  par. 

When  a  Company  has  accumulated  large  profits  in  the  shape  of 
Reserves  which  it  wishes  to  continue  to  utilise  in  the  business  as  working 
capital,  but  at  the  same  time  it  is  considered  desirable  to  afford  the 
present  Shareholders  some  advantage  in  respect  thereof,  it  is  usual  to 
capitalise  such  reserves  by  issuing  Bonus  Shares  as  fully  paid  up  to 
the  Shareholders  in  respect  of  such  profits  or  some  part  thereof. 

No  cash  passes  between  the  Company  and  its  Shareholders  in 
respect  of  these  transactions,  the  Shareholders'  resolution  to  pay  the 
bonus  being  so  framed  as  to  give  the  Company  authority  to  apply  the 
same  in  the  requisite  manner. 

ILLUSTRATION 

A  Company  having  a  Reserve  of  £25,000  and  a  paid-up  Capital  of  £100,000  in  £1  shares 
resolves  to  pay  a  bonus  of  20  per  cent,  out  of  its  Reserve  by  the  issue  of  one  share  fully  paid 
for  each  five  shares  held.     Show  the  Journal  Entries  recording  the  transaction. 

JOURNAL. 


Reserve  Account       .  .  . .  . .  . .  . .  . .  .  .  . .  .  .        Dr. 

To  Bonus  Account 
Being  Bonus  of  20  %  payable  out  of  the  Reserve  Account  in  fully  paid  shares 
as  per  Resolution  of  Shareholders  dated 


Bonus  Account  . .  . .  . .  . .  . .  . .  . .  . .  . .        Dr. 

To  Share  Capital  Account 
Being  issue  of   20,000  shares  of  £1  each  fully  paid  in  satisfaction  of  Bonus  at  the 
rate  of  one  share  for  every  five  held. 


£   s.  d. 
20,000  0  0 

£    3.  d 
20,000  0  0 

20,000  0  0 

£    s.  d. 
20,000  0  0 

(b)  Issue  of  Bonus  Shares  at  a  Premium. 

When  the  shares  of  the  Company  stand  at  a  high  premium  it  is 
not  good  financial  policy  to  issue  such  Bonus  Shares  at  par,  since,  although 
this  may  be  of  very  great  advantage  to  present  Shareholders,  it  may 
operate  very  unfavourably  for  the  Company  and  future  Shareholders. 
The  reason  for  this  is  that  the  new  shares  in  respect  of  which  the  Company 
has  accumulated  profits  to  the  extent  of  the  par  value  will  rank  for 
dividend  in  the  same  manner  as  the  original  shares,  which  had  the 
advantage  of  the  use  as  additional  working  capital  of  the  very  reserves 
now  being  distributed  as  Bonus.  These  having  now  disappeared  by  the 
issue  of  the  new  shares,  it  may  be  difficult  for  the  Company  to  continue 
to  pay  on  the  total  issue  the  same  rate  of  dividend  as  formerly. 
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The  proper  method  when  the  market  quotation  is  al  a  premium 
is  to  issue  the  Bonus  Shares  al  a  fair  average  premium,  when  the  pro- 
portion of  the  Bonus  in  respect  of  such  premium  will  remain  in  the 
business,  and  will  ao1  rank  for  future  dividends. 

ILLUSTRATION   - 

A  Company   baying  a  Capital  of    £50,000  in  Bhares  of    tl  each  fullj   paid,  standing  .n 
tl  His.  (id.  per  share,  distributes  a   Bonus  oul  of  the  Reserve   Vooounf  al   the  rate  ol   lOO  pei 
ccni.,  payable  in  fully  paid  shares  al  a  premium  ol   £3  pei   share. 
sIh.w  the  Journal  Entries  necessary  to  record  these  transactions. 

JOURNAL. 


Reserve    Account Dr. 

To   Bonos    \ i.i  

Being  Bonos  al  tin-  rate  "i  100%  on  50,000  shares  •>!  v  I  each  as  i"  r  Resolution 


.",11,(1011       (I       (I 


Bonos    Account  . .         . .         . .         . .  . .         . .         . .         . .        lh 

To  Sondrles 

Share  Capita)  Account 
Premium  on  Shares    Account 
Being  payment  "i  Bonos  bj  the  issue  ..i  12,600  shares  •  ■!    El  each  roll)  paid  ;tt 
;i  premiom  m  K~ 3  per  Bhare,  as  per  Resolution  dated 


i         s.    .1. 

".(I.  in 

£        ■    d. 

i     n    (i 
■    n    .1 

£50, i    'I     'I 

u    ii 

(c)  Application  of  Bonus  to  payment  of  Calls. 

Another  method  when   the  existing  Bharea  are  only  partly  called 
u])  is  to  apply  the  bonus  to  the  payment  of  a  call  on  the  shares. 

ILLUSTRATION 

A  Company  baying  a   Nominal  and   Issued  Capital  of  £100,000  in   10,000  ah 

each.  .17  His.  nd.  per  share  called  np,  declares  a  bonus  out  ol  tin    R<  Berv<    \<(  omit  ai  the  rate 
of  .*{:{'  per  cent,  on  the  paid-up  Capita]   to  be  applied   lor  tin-  purpose  of  making  tin-  shares 

hilly   paid. 

show  the  Journal  Entries  necessary  to  record  these  transactions. 


JOURNAL. 

I.   ii 

i  a. 
ii    ii 

i    .1 

t 

■1 

To  Share  I  lapil  J    Account 

Being  final  call  "t  i-  10s.  per  shar i  10,000  shares  .i-  per  Resolution  ol  the 

Board  dated 

Reserve  aeeoonl                . .        . .        . .        . .        . .        . .                  . .       i>r 

1   i    Bi  'iii>   Aiii unit 
Being  Bonos  of  £2  10s.  per  share  on  in. nun  >h:irr>  payable  oat  ol  tin-  B 
Account  as  per  Resolutii i  Shareholders  dated 

0 

s. 
o 

.1 
0 

■  1. 

i     '  .ii  aecoonl   . .                                                

Being  application  "i  Bonos  •  i  ■--  10a   pi  r  shan  •  ■ 
(  ill  :i~  per  Resolotion  dated 

(i 
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§  13.— Payment  of  Interest  out  of  Capital. 

Section  9  of  the  Companies  Act,  1907,  authorizes  the  payment 
of  Interest  out  of  Capital  in  certain  cases  as  follows  : — 

Where  any  shares  of  a  Company  are  issued  for  the  purpose  of  raising 
money  to  defray  the  expenses  of  the  construction  of  any  works  or 
buildings,  or  the  provision  of  any  plant  which  cannot  be  made  profit- 
able for  a  lengthened  period,  the  Company  may  pay  interest  on  so 
much  of  such  Share  Capital  as  is  for  the  time  being  paid  up  for  the  period 
and  subject  to  the  conditions  and  restrictions  in  this  section  mentioned, 
and  may  charge  the  same  to  capital  as  part  of  the  cost  of  construction 
of  the  work,  building,  or  plant. 

Provided  that : — 

( 1 )  No  such  payment  shall  be  made  unless  the  same  is  authorized  by 

the  Company's  Articles  of  Association,  or  by  special  resolution 
of  the  Company. 

(2)  No    such    payment,   whether    authorized    by    the    Articles    of 

Association  or  by  special  resolution,  shall  be  made  without 
the  previous  sanction  of  the  Board  of  Trade. 

(3)  Before  sanctioning  any  such  payment  the  Board  of  Trade  may, 

at  the  expense  of  the  Company,  appoint  a  person  to  inquire 
and  report  to  them  as  to  the  circumstances  of  the  case,  and 
may,  before  making  the  appointment,  require  the  Company 
to  give  security  for  payment  of  the  costs  of  the  inquiry. 

(4)  The  payment  shall    be   made  only  for  such    period  as  may  be 

determined  by  the  Board  of  Trade ;  and  such  period  shall  in 
no  case  extend  beyond  the  close  of  the  half-year  next  after 
the  half-year  during  which  the  works  or  buildings  have  been 
actually  completed  or  the  plant  provided. 

(5)  The  rate  of  interest  shall  in  no  case  exceed  four  per  cent,  per 

annum,  or  such  lower  rate  as  may  for  the  time  being  be  pre- 
scribed by  Order  in  Council. 

(6)  The  payment  of  such  interest  shall  not  operate  as  a  reduction  of 

the  amount  paid  up  on  the  shares  in  respect  of  which  it  is  paid. 

(7)  The  accounts  of  the  Company  shall  show  the  capital  on  which, 

and  the  rate  at  which,  interest  has  been  paid  out  of  capital 
during  the  period  to  which  the  accounts  relate. 
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The  above  provisions  apply  to  Limited  Companies  governed  by 
the  Companies  A<-ts  and  only  came  into  force  on  the  1-t  July,  1908. 
Prior  to  this  date  such  Companies  could  n»>t  pay  interest  out  of  capital, 
but  Companies   working   under  Special   Acts  of   Parliament    frequently 

took  powers  to  do  so  thereunder. 

§  1 1.  —The  Preparation    of    a    Company's    Books  and    Accounts 
for  Audit. 

Proper  arrangements  should  always  i>r  made  to  facilitate  as  much 
as  possible  the  work  of  the  Auditor,  and  enable  him  to  examine  tin- 
books  and  accounts  with  (he  least  amount  of  inconvenience  to  himself 
and  to  the  Company's  staff. 

First  and  foremost  a  proper  system  of  accounting  must   he  in  fo 
The  hooks  must   he  balanced,  since  it   is  not    the  duty  of  an  Auditor  to 
balance  the  same,  nor  can  he  be  called  upon  to  do  so,  unless  separately 
instructed   in  his  capacity  as  Accountant.     All  subsidiary  hooks  should 
be  cast  in  ink,   and   the    totals    posted    to  the  proper  accounts   in  the 
Impersonal  Ledger.     The  various  Bought  and  Sold  Ledgers  should    l> 
separately  proved   by   means    of    Total   Accounts,    and    their   balai 
brought  down  in  ink,  or,  if  it  is  inconvenient  to  rule  off  and  bring  down 
such  balances,  a  note  of  the  amount  thereof  should  be  made  on  each 
Ledger  Account  in  red  ink  at  the  side. 

The  Cash  Book  should  be  balanced  off,  and  a  record  of  the  recon- 
ciliation of  the  Pass  Book  entered  therein.  All  vouchers  should  be 
numbered  consecutively,  and  the  numbers  entered  in  the  Cash  Book, 
the  vouchers  themselves  being  filed  on  some  proper  system,  care  being 
taken  to  see  that  in  the  event  of  a  voucher  being  miaaing  a  note  is 
inserted  in  the  file,  giving  a  reference  to  any  other  evidence  available. 
Bought  invoices  should  either  be  attached  to  the  statements  when  tiled 
a-  vouchers,  or  they  should  he  numbered  and  tiled  consecutively,  the 
corresponding  numbers  being  entered  in  the  Bought  Journal. 

When  the  Trial  Balance  has  been  obtained,  proper  provision  must 
be  made  for   Bad     Debts,    Depreciation,   &c.,   and   all   other   necessary 

adjustments  should    be    made.      The    Balance  Sheet    and    Profit    and    Loss 

Account   can  then  he  drafted,  and.  after  having    been   passed   by  the 
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Directors,  presented  to  the  Auditor.  In  many  cases  it  is  usual  for  the 
Auditor  to  prepare  the  accounts- himself  in  his  capacity  as  Accountant. 
In  the  final  Accounts,  ledger  folios  should  be  inserted  against  each 
item  which  refers  to  a  single  ledger  account,  schedules  being  attached 
showing  folios  and  details  of  all  items  composed  of  several  separate 
balances  taken  together.  In  this  manner  a  full  and  clear  record  is 
obtained  of  the  way  in  which  the  various  totals,  particularly  of  Balance 
Sheet  items,  are  arrived  at. 

§15. — The    Balance   Sheet   and    Accounts   of  a   Company. 

(a)  Form  of  the  Accounts. 

Remarks  have  already  been  made  in  Chapter  I.,  §  10,  referring 
to  the  various  classes  of  assets  and  their  grouping  in  a  Balance  Sheet. 
In  the  case  of  a  Company,  the  form  of  the  published  accounts  is  of 
particular  importance,  since  they  are  usually  printed  and  circulated 
among  the  Shareholders  and  others.  Consequently  it  is  desirable  that 
the  amount  of  detail  disclosed  should  not  be  such  as  to  damage  the 
position  of  the  Company,  by  affording  information  to  its  rivals  in  trade. 
As  to  how  much  it  is  necessary  to  condense  the  Accounts  for  this  purpose 
will  depend  upon  the  particular  circumstances  of  each  case.  It  is  very 
rare  to  find  a  Trading  Account  published  disclosing  the  turnover  ;  and 
the  Profit  and  Loss  Account  will  disclose  as  much  or  as  little  detail  as 
the  case  warrants. 

It  is  most  important,  however,  notwithstanding  these  considerations, 
that  the  accounts  as  presented  to  the  Shareholders  should  convey  to 
them  a  reasonably  full  and  clear  view  of  the  Company's  position,  and 
no  condensation  should  be  permitted  that  has  the  effect  of  making  the 
position  of  the  Company  look  better  than  it  really  is,  e.g.  an  overdraft 
from  the  bank  should  not  be  included  among  Sundry  Creditors,  but  shown 
separately  ;  Creditors  for  Cash  Loans  should  not  be  mixed  with  Trade 
Creditors ;  further,  such  mingling  of  assets  of  a  different  nature  as  Good- 
will and  Freehold  Land,  Book  Debts  and  Cash  should  not  be  permitted. 

In  the  Balance  Sheet  the  authorized  capital  and  the  various  classes 
of  shares  of  which  it  is  composed  should  be  clearly  stated,  the  issued 
capital  being  shown  in  addition. 
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Under  section  19  of  the  Companies  Act,  L907,  the  Balance  Sheel 
must  be  signed  by  two  of  the  Directors,  or,  if  there  is  only  one,  by  thai 
Director:  and  the  Auditors'  Report  must  be  attached  to  the  Balance 
Sheet,  or  a  reference  thereto  inserted  at  the  fool  of  the  Balance  s 

The  Balance  Sheet  required  to  be  included  in  the  Annual  Summary 
filed  with  the  Registrar  has  already  been  referred  t<>  in  £  4  (c)  (II)  of 
this  chapter.  It  will  be  particularly  noted  thai  the  way  in  which  tin- 
values  of  the  fixed  assets  have  been  arrived  at  must   be  Btated. 

The  treatment  of  Underwriting  Commission  and  Discount  on  Issue  of 
Debentures  in  a  Company's  Balance  Sheet,  required  by  section  7  of  the 
Companies  Art.  1907,  has  also  been  referred  to  in  $  s  (5)  of  this  chapter. 

ILLUSTRATION 

From  the  Following  Trial  Balance  of  the  Johnson  Engineering  I  ompany,  Limited,  on 
:;i>t  December,  L907,  prepare  Trading  and  Profit  ami  Loss  Accounts  and  Balance  Sheet.  The 
Nominal  Capital  of  the  Company  is  E80.000,  <ln  i<li<l  into  1,000  Ordinary  Shares  of  £10  each, 
ami  4,000  <i  per  ('cut.  Cumulative  Preference  Shares  of  £10  each. 


Stock-in-Trade  ]-t  January,  1907  

Discounts 

Carriage  

Patterns 

i  ixes.  Gas,  Water  and  Insurance 
Patents,  Trade  Murks,  &c. 
Materials  Purchased 
Wages 

Goal  and  t'uk>' 

freehold  Land  and   Building* 
Plant  an. I  Hachhv  i\ 
Loose  Tools  and  Utensils   . . 

<  toodwill 
Sundry  Debtors 

Bills  Receivable        

Advertising     .. 

Commission    .. 

1 1  i!--  expenses 

Repairs 

Bad  l>'-M< 

<  l~.1i  in   Band  

Debentur  Ln1  ti  at,  Half-year  to  SOth  June,  1907 
Preference  Dividend,  Half-year  t"  SOtli  June,  1901 
l>!ivt<>r-'   Fees 

Bank  Interest  and  Charg  - 

2,000  Ordinary  Shares  . .         . 

Preference  Shares 
i        Debentures 

Provincial   Bank,  Limited     Overdraft 
Sundry  <  "r«-ilit •  >t ■> 
BQls  Payable 



Bents 

Profit  sud  Loss  Account     Balance,   1st  • iry,   190 


a 

1,160     0 


1,100 

ii 

0 

8,000 

ii 

'1 

n 

0 

26,100 

0 

II 

1,260 

0 

0 

0 

II 

15,1 

ii 

II 

;. 

ii 

II 

7,500 

ii 

II 

n 

0 

n 

II 

ii 

II 

1,360 

ii 

II 

1,180 

ii 

II 

980 

n 

II 

510 

0 

'I 

ii 

II 

0 

'1 

i 

ii 

II 

1. > 

ii 

II 

*-:<\ 

ii 

" 

B  I.I  II  HI 

0 

II 

0 

II 

II 

II 

II 

II 

'I 

" 

•  I 

0 

'I 

0 

0 

II 

0 

The  Stock  at   ::i>i    December,    1907,  was  £14,160.     Write  oil  Depreciation     Plant   and 
Ifachinery    5  per  cent.,  Loose  Tools  and  Utensils  20  per  cent.,  Patterns  l  *  *  per  cent.,  P 
Trade  Mark-.  Sic.,  [0  per  cent.     Provide  -'  per  cent,  on  tl«-  Sundry  Debtors  for  diaoounl  and 
£430  for  bad  debts. 
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JOHNSON    ENGINEERING    COMPANY,    LIMITED. 


Dr. 


BALANCE    SHEET    31st    Decembek,    1907. 


( V. 


To  Authorized  Capital — 
4,000   Ordinary  Shares  of 

£10  each 
4,000  6  %  Cumulative  Pre- 
ference   Shares   of   £10 
each 

Issued  Capital — 

2,000  Ordinary  Shares 
of  £10  each  fully  paid 

2,000  6  %  Cumulative 
Preference  Shares  of 
£10  each  fully  paid 

4  %  Debentures 
Sundry  Creditors — 

Provincial  Bank — 
Overdraft 

On  Open  Account 

Bills  Payable 

Debenture  Interest 

Profit  and  Loss  Account — 
Balance  brought 

forward 
Net  Profit  for  the  year 


Less  Preference  Divi- 
dend for  half-year  to 
30th  June,  1907 


d. 


40,000      0     0 


40,000      0      0 


S.    d. 


.C.so.ooO     0     0 


20,000     0     0 


20,000     0      0 


40,000 
10,000 


0     0 
0     0 


5,140  0  0 

$,560  0  0 

1,250  0  0 

200  0  0 


1,340     0 
9,687  15 

0 
0 

11,027  15 

0 

600     0 

0 

20.150     0     0 


10,427   15     0 


By  Goodwill        i 

Freehold  Land  and  Buildings 
Plant  and  Machinery 

Less  Depreciation  . .         . .   j 

Loose  Tools  and  Utensils 
Less  Depreciation  . . 

Patterns 
Less  Depreciation  . . 

Patents,  Trade  Marks,  dW 
Less  Depreciation  . . 


Stock 

Sundry  Debtors 
Less  Reserve  for 
Bad  Debts     ' 
Reserve  for 
Discount 


3,000 
600 

0 
0 

0 
0 

7,500 
750 

0 
0 

0 
0 

3,000 
300 

0 
0 

0 

0 

£430  0  0 
122  5  0 


Bills  Receivable 
Cash  in  Hand 


£80,577  15     0 


£  s.  d. 
7,500  0  0 
25,000     0     0 


14,250  0  0 
2,400  0  0 
6,750     0     0 


2,700     0     0 
14,160     0     0 


4,767   15     0 

2,690     0     0 

360     0     0 


£80,577   15     0 


Dr. 
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Cr. 


To  Stock  1st  January,  1 
„  Materials  Purchased 
„   Wages  .. 
„   Coal  and  Coke 
,,   Carriage 
„   Gross  Profit     . . 


s.    d. 
0     0 


£ 

13,300 

24,650  0  0 

26,100  0  0 

1,260  0  0 

1,150  0  (I 

20,040  0  0 


By  Sales  

„    Stock  31st  December,  1907 


£S(1.50()     0     0 


£  s.  d. 
72,340  0  0 
14,160     0     0 


'XI, .,00      0      0 


Wat  ci- 


In 


To  Bates,  Taxes 
suranee 

„  Advertising 

„  Commission 

„  Trade  Expenses 

„   Repairs.. 

„   Bank  Interest  and  Charges 

„   Discount— £600+ £122  5s. 

„   Bad  Debts— £510 +  £430 

„   Debenture  Interest     . . 

„   Depreciation  : — 

Plant  and  Machinery  £750  0  0 
Loose  Tools  and  Utensils  600  0  0 
Patterns      . .         . .  750  0  0 

Patents,  Trade'Marks,  &c  300  0  0 


Bv   Gross  Profit 

1,100      0 

0 

„    Rents 

300     0 

0     i 

1,350     0 

0 

1,120     0 

o 

930     0 

0      . 

820     0 

0 

722     5 

0 

940     0 

0 

400     0 

0 

£        s.     d. 

20,040     0     0 

730     0     0 


„   Directors'  Pees 

„  Balance,  being  net.Profit  carried  down 

2,400     0 
1,000     0 
9,687  15 

0 

o 

0 

By  Balance  brought  forward  from  last 

year 
„    Net  Profit  brought  down. . 

£20,770     0 

0 

£20,770     0 

0 

To  Preference  Dividend  for  half-year  to 

30th  June,  1907 

,,   Balance  as  per  Balance  Sheet 

£      s. 

600     0 
10,427   15 

d. 

II 
0 

£      s. 

1,340     0 
9,687  15 

.1. 

0 

0 

;    £11,027  15 

0 

£11,027  15 

0 

Note  to  Illustration. 

The   provision  for  discount   should  be  calculated  on  the 
£5,320  less  £430  the  amount  reserved  by  way  of  Bad  Debts. 


ure  for  Sundry  Debtors,  viz. 
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In  the  case  of  Companies  such  as  Mines,  if  a  Balance  Sheet  is  required 

before  the  Company  has  reached  a  revenue-earning  stage,  it  is  not 
customary  to  show  a  Profit  and  Loss  Account,  hut  to  carry  forward 
all  expenditure  in  the  Balance  Sheet. 

ILLUSTRATION- 

The  following  are  the  balances  on  the  books  <»i  the  X.  Mining  Company,  Limited,  at 
31b1   December,  1907,  the  Company  not  having  at  that  date  reached  a  revenue-can 
Draw  up  Balance  Sheet. 


Authorised  Share  Capital     150,000  Shares  ol  £1  each 

issued  Share  Capital     120, Shares  of  £1  each,  L5s.  called  up 

(;ills  iii  arrear  on  800  shares    .. 

Calls  paid  in  advance 

Sundry  creditors  . . 

Mine  Property  Account  . . 

Preliminary  and  formation  Expenses 

Mine  Development  Account 

Mine  Buildings 

Machinery  and  Plant 

Qeneral  stores    stock  on  Hand 

Qeneral  Charges  at  .Mine 

incidental  Receipts  at  Mine 

General  Charges  in   London 

Transfer  foe 

sundry  Debtors    .. 

C;isii  at  Banks 

Cash  in  Hand        


50,000 

o 

o 

00,000 

0 

II 

loo 

0 

0 

MO 

0 

II 

300 

II 

0 

: 

0 

II 

1,600 

(I 

II 

1,000 

II 

II 

•j,:,oo 

II 

II 

1,100 

II 

II 

" 

II 

1,600 

II 

II 

M 

II 

II 

1,400 

II 

II 

JO 

II 

II 

160 

II 

II 

5,000 

II 

0 

0 

0 

The  shares  in  respect  of  which  there  are  calls  in  arreai  have  been  forfeited. 

THE     X.     MINIM;     COMPANY,     LIMITED. 
Dr.  BALANCE    SHEET    31si    December,   L907. 


I"  \iii liorizcd  Share  Capital 

i  .o.oiio  shares  ol  xi  each 

.,    I.— lied  Share  Capital 
mo. oho  Mure,  mi  El  each, 
16s.  r<  r  share  called  up 
Less  200  shares  forfeited 

110,800  Shares     .. 

.!«/</  Calls  paid  ill  advance 

,,   forfeited  9hares  Aeoonni 
,,  sundry  (  reditors  . . 


8.    d. 


B.     d. 


80,0 

160     n     i) 


B9.85 i 

40 1 


90,21 

6 

BOO     'i     0 


£01,100     0     0 


Bj    Mine  Property 
..    Mine  Development  i  o 
..     Mine  Buildings 
.,    Machinery  and  riant 
.,    Qeneral  store-    stork  on 
hand  . . 

..     Preliminary     and     forma- 
tion Expenses  . . 
..    Qeneral  Charges  at  Mine. . 
incidental   EU 

..    Qeneral  Charges  In  London 

- 

.    sundry  Debtors    . . 
„    '  ieh— 

\t  Banks 

In    Hand 


0 

0 

II 

1,400 

0 
0 

0 

5,000 

0 
0 

II 

4.000      0      Q 
1,1 


£91,1 i     0 


Note.     In  practice  it  would  be  advisable  to  set  out  the  General  Charges  in  London 

at  the  mine  in  detail. 
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(b)  Contingent  Liabilities. 

This  phrase  implies  that  there  are  certain  transactions  the  result 
of  which  is  not  yet  known,  and  which  may  or  may  not  involve  the  payment 
of  moneys  at  some  subsequent  date. 

The  most  familiar  example  is  in  the  case  of  Bills  Receivable  having 
been  discounted.  At  the  date  of  the  Balance  Sheet,  if  any  of  these 
bills  are  still  outstanding,  there  will  be  a  contingent  liability  to  the  extent 
thereof,  since,  if  the  acceptors  do  not  meet  them  at  maturity,  the  holders 
will  have  a  right  of  recourse  against  the  drawer  or  prior  endorsers. 
Since  it  is  unknown  at  the  date  of  the  Balance  Sheet  whether  the  bills 
will  be  met  in  due  course  or  not,  a  note  should  be  inserted  stating  that 
there  is  a  contingent  liability  in  respect  of  bills  under  discount,  amounting 
to  £  .     When  it  is  expected  that  one  or  more  of  the  bills  will 

not  be  met,  proper  reserve  should  be  made  against  the  anticipated  loss. 

Other  instances  of  Contingent  Liabilities  are  those  under  Guarantees, 
or  in  respect  of  outstanding  actions,  &c.  Contingent  Liabilities  may 
also  exist  in  respect  of  contracts  for  work  only  partly  performed,  trade 
contracts,  &c,  but  it  is  only  usual  to  note  on  the  face  of  the  Balance 
Sheet  the  existence  of  those  Contingent  Liabilities  which,  should  they 
accrue,  would  involve  actual  loss  to  the  concern.  Other  Contingent 
Liabilities  which,  when  they  accrue,  result  in  the  acquisition  of  an  asset 
of  corresponding  value,  are  usually  omitted. 

(C)  Arrears  of  Cumulative  Preference  Share  Dividend. 

It  is  considered  by  some  that  these  arrears  are  in  the  nature  of  a 
Contingent  Liability,  which  should  be  stated  as  such  on  the  Balance 
Sheet  of  a  Company.  Whether  this  is  so  or  not  depends  on  the  Articles 
of  the  Company,  but  as  most  Articles  give  power  to  the  Directors  to 
put  to  reserve  before  the  payment  of  any  dividend,  preference  or  other- 
wise, the  payment  of  these  arrears  will  be  contingent,  not  only  on  the 
fact  of  profits  being  earned,  but  also  on  the  resolution  of  the  Directors 
to  pay  them.  The  latter  being  optional,  destroys  the  argument  that 
these  arrears  are  Contingent  Liabilities,  since  the  term  itself  negatives 
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any  idea  of  option  in  the  matter.  Moreover,  the  Balance  Sheet  is  not 
the  Balance  Sheet  of  the  Ordinary  Shareholders  or  the  Preference  Share- 
holders, but  of  the  Company  as  a  whole,  and  whether  future  dividend- 
will  be  payable  to  one  or  another  class  of  Shareholders  docs  not  affect 
the  position  of  the  ( ompany  at  any  given  time.  As.  however,  the 
information  is  of  interest  to  botli  classes  of  Shareholders,  the  existence 
of  any  such  arrears  should  be  noted  on  the  Balance  Sheet,  though  this 
certainly  cannot  be  insisted  upon. 


$  1(5.  -The  Amalgamation  of  Companies* 

The  principal  point  to  consider  in  dealing  with  cases  where  a  new 
Company  is  formed  to  take  over  the  businesses  of  two  or  more  Companies 
will  be  the  valuation  of  the  assets  of  each  particular  Company  in  relation 
to  the  assets  of  the  other  or  others.  It  is  usual  for  the  new  Company 
to  take  over  the  liabilities  of  the  old  Companies,  and  for  fully  paid  share- 
in  the  new  Company  to  be  issued  to  Shareholders  in  the  old  Companies 
in  proportion  to  their  holdings  and  the  relative  value  of  their  scares. 

Where  accumulated  profits,  such  as  a  credit  balance  t<>  Profit  and 
Loss,  General  Reserve  Account,  &c,  remain  undistributed  in  the  books 
of  the  old  Companies,  it  is  important  to  note  that  these  are  not  available 
lor  revenue  purposes  in  the  case  of  the  new  Company,  since  they  will 
he  represented  by  assets  which  ace  actually  purchased  by  the  new 
Company.  If  the  amounts  in  question  are  large  they  should  certainly 
be  capitalised,  and  additional  shares  in  the  new  Company  issued  to 
the   Shareholders    in   the   old   Companies    who    may    he    entitled     t<»    Mich 

profits. 

Where  these  balances  are  not  sufficiently  important  they  should 
either  he  put  to  a  special  Reserve  Account,  not  available  Cor  revenue 
purposes,  <>r  he  written  off  the  Goodwill,  or  some  of  the  fixed  assets 
acquired. 

M 
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illustration- 
Two  Companies,  whose  businesses  are  of  a  kindred  nature,  wish  to  amalgamate,  and  a 
new  Company  is  formed  to  take  over  their  respective  Assets  and  liabilities.     The  following 
are  the  respective  Balance  Sheets  : — 

JONES     &     JOHNSON,     LIMITED. 
Br.  Balance  Sheet  31st  December,   1907.  Or. 


Share  Capital — 

75,000  Shares  of  £1  each  fully  paid 
Sundry  Creditors 
Reserve  Account 
Profit  and  Loss  Account 

£ 

75,000 

3,300 

4,200 

800 

8. 

0 
0 
0 
0 

d. 

0 
0 
0 
0 

Goodwill 

Freehold  Premises 
Plant  and  Machinery 

Stock       

Sundry  Debtors 

Cash        

£ 
30,000 
10,000 
18,300 
16,000 
7,500 
1,500 

s.    d. 
0     0 
0     0 
0     0 
0     0 
0     0 
0     0 

£83,300 

0 

0 

£83,300 

0     0 

BLACK     &    SONS,    LIMITED. 


Dr.                                      Balance  Sheet  31st  December,  1907. 

Or. 

Share  Capital — 

45,500  Shares  of  £1  each  fully  paid 
Sundry  Creditors 
Profit  and  Loss  Account 

£        s.   d. 

45,500     0     0 
2,000     0     0 
4,500     0     0 

Goodwill             

Plant  and  Machinery 

Stock 

Sundry  Debtors 

Cash         

£        s.   d. 
20,000     0     0 
13,450     0     0 
11,550     0     0 
6,000     0     0 
1,000     0     0 

£52,000     0     0 

£52,000     0     0 

Assuming  the  assets  in  each  case  to  be  worth  their  book  value,  what  would  be  the  best 
way  of  carrying  out  the  amalgamation  ?     Give  the  Balance  Sheet  of  the  new  Company. 

The  book  value  of  the  net  assets  of  Jones  &  Johnson,  Limited,  is  arrived  at  as  follows  : — 


Gross  Assets 

Less  Liabilities 


From  the  Shareholders'  point  of  view  this  amount  is  represented  by  : — 

Share  Capital            

Reserve  Account 

Profit  and  Loss  Account    . . 

£        s.   d. 

75,000     0     0 

4,200     0     0 

800     0     0 

£80,000     0     0 

In  a  similar  manner  the  book  value   of  the  net 
£50,000,  represented  as  follows  : — 


assets   of    Black  &    Sons,    Limited,    is 


Share  Capital 

£        s.   d. 
45,500     0     0 
4,500     0     0 

£50,000 

Profit  and  Loss  Account 



It  is  apparent  therefore  that  shares  in  the  new  Company  should  be  issued  as  follows  : — 
To  the   Shareholders  of  Jones  &  Johnson,  Limited,  80,000  shares  of  £1  each  fully 

paid,  being  at  the  rate  of  16  new  shares  for  every  15  old  ;    and 

To  the  Shareholders    of   Black    &   Sons,  Limited,  50,000   shares  of  £1  each  fully 

paid,  being  at  the  rate  of  100  new  shares  for  every  91  old. 
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r'r.ictions  of  shares  -will  require  to  l>c  dealt  with.  The  usual  method  Lb  i<>  allot  to  the 
liquidator  of  1 1 1 « -  Company  concerned  tin-  cumber  <-t  shares  represented  by  the  addition  of 
the  fractions.  He  will  realise  these  shares  al  the  best  pii.-.-  possible,  and  distribute  the  pro- 
oeeds  '<•  the  parties  entitled  thereto. 

The  new  Balance  Sheet  will  then  be  as  follows  : — 
Dr.  NEW    COMPANY'S    BALANCE    SHEET    31si     Dbgbkbi  Or. 

£        s.   d.  £        g.   d. 

Share  Capital—  IwiJ]  60,00 

130,000  Shares  of  £1  facli  fully  paid            130,000     0     0            Freehold   Premises          10,000     0     0 

Sundry  Creditors 0     0  Planl  and  Machinery 81,76 

Stool 87,650     0     0 

Sundry   Debtors             13,500     0     0 

Casta        2,5oo    o    o 

£135,300     0     0 


§  17.  -The  Absorption  of  one  Limited  Company  by  another. 

Where  one  Limited  Company  buys  up  the  business  of  another, 
a  process  which  has  become  very  frequent  of  late  years  for  the  purp 
of  reducing  establishment  charges  and  management  expenses  generally, 
it  will  be  necessary  for  the  Company  absorbed  to  go  into  voluntary 
liquidation,  and  in  such  a  case  the  Purchasing  Company  usually  takes 
over  the  ordinary  trade  liabilities,  debentures  either  being  paid  off  in 
cash  or  exchanged  for  new  debentures  in  the  Purchasing  Company. 

<a)   Journal   Entries  for  closing  the  Vendor  Company's   Books. 

These  entries  will  follow  on  similar  lines  to  those  required  for  the 
purpose  of  closing  the  books  of    a   firm  on  dissolution,  and   will   be 
follows  : — 

(1)  Credit  all  the  accounts  representing  assets  to  be  sold,  and  debit 

a  Realisation  Account. 

(2)  If    any    liabilities    are   being    taken    over,    debit    the    Liability 

Accounts,  and  credit  the  Realisation  Account. 

(3)  Debit  the  Purchasing  Company's  Account  and  credit  Realisation 

Account  with  the  total  amount  of  the  purchase  consideration. 

(4)  Credit  the  Purchasing  Company's  Account,  and  debit  the  proper 

asset   accounts  in    reaped   of  the  items  forming  the  purchase 
consideration,  such  as  Cash,  Shares,  &c. 

m  2 
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(5)  If  any  expenses  are    paid  by  the  Vendor  Company,  credit  cash 

and  debit  the  Realisation  Account. 

(6)  The    balance  on  the    Realisation  Account  will  represent  profit 

or  loss,  which  should  be  transferred  to  the  Shareholders'  Account. 

(7)  Any  profit  balances,   such  as  the   credit  balance  of  Profit  and 

Loss,  Reserve  Account,  &c,  should  be  transferred  to  the  Share- 
holders' Account,  together  with  the  balance  of  the  Capital 
Account. 

(8)  Debit  the  Shareholders'   Account  with   the  assets  forming  the 

purchase  consideration  when  the  distribution  takes  place, 
and  credit  the  respective  accounts  of  Cash,  Shares  in  Pur- 
chasing Company,  &c.  This  will  close  the  books  of  the  Vendor 
Company. 

(b)  Journal  Entries  for  opening  the  Purchasing  Company's  Books. 

(1)  Debit  Accounts  for  the  various   assets  acquired,   and  the  Good- 

will (if  any),  and  credit  the  Vendor  Company  and  any  liabilities 
that  may  be  taken  over.  The  Goodwill  will  be  the  difference 
between  the  actual  assets  acquired,  less  liabilities,  and  the 
purchase  consideration  payable  to  the  Vendor  Company. 

(2)  Debit  the  Vendor  Company,  and  credit  Share  Capital  Account, 

Cash,  &c,  representing  the  discharge  of  the  purchase  considera- 
tion. 

(c)  Shares  issued  at  a  Premium  Valuation. 

When  the  Purchasing  Company's  shares  are  issued  to  the  Share- 
holders in  the  Vendor  Company  at  a  premium  valuation,  this  premium 
should  be  brought  into  the  books  of  both  Companies,  in  order  that  the 
transaction  may  be  completely  recorded.  If  it  is  not  brought  into  the 
Vendor  Company's  books  the  result  of  the  transaction  there  may  show 
as  a  loss,  when,  as  a  matter  of  fact,  there  may  have  been  a  large  profit  • 
while  if  it  is  not  brought  into  the  Purchasing  Company's  books  the 
price  paid  for  the  assets  acquired  will  appear  to  be  very  much  less  than, 
as  a  matter  of  fact,  it  really  is,  and  consequently  the  price  actually  paid 
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for  Goodwill  will  be  correspondingly  diminished.  Tn  the  Purchasing 
Company's  books  the  premium  on  the  shares  issued  to  the  Vendor 
Company  should  be  placed  firsl  to  a  Premium  on  Shares  Account. 
Whether  this  account  should  be  used  for  writing  down  the  Goodwill 
of  the  business  acquired,  or  carried  to  General  Reserve  Account. 
otherwise  deall  with,  will  depend  upon  the  circumstances  of  the  case. 

(di  Treatment  of   Revenue   Balances. 

The  accumulated   profit    balances  of  the  Vendor  Company  should 
not  be  brought  into  the  Purchasing  Company's  books,  since,  as  mentioned 

in  the  preceding  section,  these  are  not  available  for  distribution ;  more- 
over, they  were  represented  by  assets  in  the  Vendor  Company-  Balance 
Sheet,  which  have  been  purchased  by  the  other  Company,  and  con- 
sequently, if  the  latter  brings  in  these  accumulated  profits  this  treatment 
will  have  the  effect  of  proportionately  increasing  the  book  value  of  the 
Goodwill,  and  will  misrepresent  the  proper  state  of  affairs.  Tin'  item- 
should  be  ignored  altogether  in  the  Purchasing  Company's  books. 


1LLUSTRATION- 

The  Wolverhampton    Electric   Company,   Limited,  is  absorbed  by  the   United    Electric 
Company,   Limited,  the  consideration  being  the  assumption  oi  the  liabilities,  the  discharge 
ot  the  debenture  debt  at  a  premium  of  ."»  per  rent.  i>v  the  issue  oi  5  per  cent,  debenture 
United  Company,  and  a  payment  in  cash  oi  £3  per  Bhare,  ami  the  exchange  ot  three  SI 
in  the  United  Company,  at  an  agreed  value  of  tl    ln>.  o<i.  per  Bhare,  for  every    share   in  the 
Wolverhampton  I  !ompany. 

Close  off  the  imoks  ot  the  Wolverhampton  Company,  giving  both  Journal  Entries  and 
Ledger  Accounts,  ami  Bhovi  the  opening  Journal  Entries  in  the  books  ot  the  United  Company. 

The  following  is  the  Balance  Sheet  oi  the  Wolverhampton    Company  at    the  rib 
Transfer  :— 


Dr. 


WOLVERHAMPTON     ELECTRK      COMPANY,    LIMITED. 

Balani  i.  Shki.i    :>lsi    Di-  i:\ibkk,    l'.n>7. 


Share  Capital— 

60,oot)  £6  Share  toll]  paid 
bentnree  . . 
Bandrj  Creditors 
Workmen's  Profit-Sharing  Pond 
accident  Compensation  rand 
QcneraJ  Bteeen  e  Ac©  ian( 
Profit  ami  Loss    leconnt 


0  n 

150,000     0  0 

20,000     0  0 

10,000     0  0 

"•. I       II  0 

12,000     ii  ii 

8,00 


£  s.  d. 

Goodwill           26,000  o  o 

Land  and  Buildings               ..         ..  76,500  o  o 

Plant  and  Haebinerj 220,000  0  0 

r>.000  0  0 

Patterns  and  Drawings 

Work  in   Pi 

Sundry   Debtors                      ..         ..  4.".,ooo  o  0 

investments  on   Compensation    Fund 

' .'.,000  0  0 

Cash  at  Bank  ami  in  Sand    ..         ..  :c>,ooo  0  o 


ii    ii 


182 


BOOK-KEEPING    AND    ACCOUNTS. 


WOLVEEHAMPTON    COMPANY'S    JOURNAL. 


Realisation  Account  . .         . .         . .         . .         . .         . .         •  •         .  •         •  •       !>>'■ 

To  Sundry  Assets 

Being  sundry  assets  sold  to  the  United  Electric  Co.  as  per  Balance  Sheet  of 
31st  December,  1907.  • 

Sundry  Liabilities       . .  . .  . .  . .  . .  . .  . .  . .  . .       Dr. 

To  Realisation  Account 
Sundry  Creditors 
Workmen's  Profit  Sharing  Fund 

Being  liabilities  taken  over  by  United  Electric  Co. 

Realisation  Account  . .         . .         . .         . .         . .         . .         . .         . .  . .       Dr. 

To  Debenture  Account 

Being  Premium  of  5  %  now  provided  for. 

Purchasing  Co.  (United  Electric  Co.,  Limited)  . .  . .  . .  . .        Dr. 

To  Realisation  Account 

Being  Purchase  Price  as  per  Agreement. 

Sundries —  Dr. 

To  Purchasing  Co. 
Cash 
Shares  (United  Electric) 

180,000  Shares  of  £1  each,  fully  paid,  at  £1  10s.  per  Share. 
Debenture  Account 

5  %  Debentures  exchanged. 

Being  discharge  of  Purchase  Consideration. 

Sundries—  Dr. 

To  Shareholders'  Account 
Accident  Compensation  Fund 
General  Reserve  Account 
Profit  and  Loss  Account 
Realisation  Account : — Profit  on  Transfer 
Share  Capital  Account 

Balances  Transferred. 

Shareholders'  Account  . .         . .         . .         . .         . .         . .         . .         . .       Dr. 

i;        To  Sundries. 
&        Cash— 

.    J         £3  per  .Share  on  60,000  Shares 

United  Electric  Shares  Account — 

3  Shares  of  £1  each  valued  at  £1  10s.  per  share  for  each  of  60,000  Shares  . . 


£         s.    d.     :  £         s.    d. 

520,000     0     0 

520,000     0     0 


20,000     0     0 
10,000     0     0 


j      30,000     0     0 


7,500     0     0 


607,500     0     0 


6(17,500      0      0 


180,000      0      0 
270,000     0     0 


157,5110     0     0 


6(i7,f 0      0 


5,000  0  0 

32,000  0  0 

3,000  0  0 

110,000  0  0 

:;ihi.(iiio  0  0 


450,000      0      0 


450.000      0      0 


180,000      0      0 
270,000     0     0 


Dr. 


WOLVEEHAMPTON     COMPANY'S    LEDGEE. 
EEALISATION     ACCOUNT. 


Or. 


Sundry  Assets 
Premium  on  Debentures.. 
Shareholders'  Account,  Profit  on  absorp- 
tion 

£ 

520,000 

7,500 

110,000 

s.   d. 
0     0 
0     0 
0     0 

Sundry  Liabilities 
United  Electric  Co. 

Limited. . 

£ 
30,000 
607,500 

s.   d. 
0     0 
0     0 

£637,500 

0     0 

£637,500 

0     0 

Dr. 


SUNDEY     LIABILITIES. 


Or. 


Realisation  Account 


£        s.    d. 
),000     0     0 


£30,000      0     0 


Sundry  Creditors 
Profit-Sharing  Fund 


£  s.  d. 
20,000  0  0 
10,000     0     0 


£30,000     0     0 


Dr. 


United  Electric  Co..  Limited 


COMPACT?    Accdi'NTS. 
DEBENTURE     ACCOUNT. 
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Cr. 


157,500     0     0 

£ 

nut     Premium 

0     .i 

£157,500     0     0 

•    I.    n 

Dr. 


SHAREHOLDERS'     ACCOUNT. 


Cash             

United  Co.'a  Shares  Aceovni 

£       s.  <L 

180, )    0    0         sh.tr.-  Capita] 

270  000    0    0          BundrlM 

150,000     0     0 

£450,000     0     0     11 

Dr. 


UNITED    ELECTRIC    SHARES     ACCOUNT. 


Qnited   Electric  Co.,  Limited 


£          a.    d. 
£270,000    u    o         Shareholders'  \< nut 


Dr. 


Shareholders"  Account 


WORKMEN'S    COMPENSATION     FUND. 


£        s.   d. 
£5,000     0     0  Balance 


£        s.    d. 
£5,000     0     0 


Dr. 


GENERAL     RESERVE     ACCOUNT. 


Shareholders'  Account 


E       b.    d. 
£82,000    o    o  Balance   . 


I     0     0 


Dr. 


shareholders'  Account 


PROFIT     AND     LOSS      \<  I  "IN  I. 


£       s.    d. 
£3,000     0     0 


Or. 


£  8.    d, 

(•ma     0     0 


Dr. 


united    r.i.r.t  tkic   company,    LIMITED. 


I  r. 


Realisation 


8.     d. 

£807,r»ii-  -  rndriet 


£607,500     0     0 
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UNITED     COMPANY'S     JOURNAL. 


Sundries. 

To  Sundries — 
Land  and  Buildings 
Plant  and  Machinery 

. 

. 

76,500 

220,000 

5,000 

2,500 

106,000 

45,000 

5,000 

35,000 

142,500 

s. 

0 
0 
0 
0 
0 
0 
0 
0 
0 

d. 

0 
0 
0 
0 
0 
0 
0 
0 
0 

£ 

■ 

607,500 
20,000 
10,000 

0 

0 
0 

d. 

Work  in  Progress  and  Stocks  on  Hand 

Wolverhampton  Electric  Company,  Limited 

0 

Being  Sundry  Assets  and  Liabilities  taken  over  as  per  Purchase  Agreement 

Dr. 

£637,500 

0 

0 

£637,500 

1) 

0 

Wolverhampton  Electric  Company,  Limited 
To  Sundries : — 

£ 
607,500 

s. 
0 

,1. 

0 

£ 

180,000 
157,500 

180,000 
90,000 

s. 

0 
0 

0 
0 

d. 

0 

0 

Share  Capital  Account — 

180,000  Shares  of  £1  each 

0 
0 

£1  10s.  per  share. 

issued  at 

£607,500 

0 

0 

£607,500 

0 

0 

Notes  to  Illustration. 

(1)  Workmen's -Profit  Sharing  Fund. 

This  represents  accumulations  of  past  profits  placed  to  the  credit  of  those  workmen  who 
have  not  drawn  their  shares  out  in  cash.  Consequently  it  must  be  taken  into  the  books  of 
the  United  Company  as  a  liability. 

(2)  Accident  Compensation  Fund. 

This  fund  has  been  raised  by  the  Wolverhampton  Company  out  of  profits,  and  is  repre- 
sented by  specific  investments.  Since  there  remains  a  credit  balance  on  the  fund  account 
at  the  date  of  the  sale  of  the  undertaking,  it  is  obvious  that  the  Wolverhampton  Company 
has  made  a  profit  to  the  extent  of  £5,000  by  taldng  their  own  risks  instead  of  insuring  outside. 
Therefore,  although  the  United  Company  takes  over  the  investments  representing  such 
insurance  profit,  it  only  buys  them  qua  investments,  and  should  not  bring  the  Fund  Account 
into  its  books.  In  the  Vendor  Company's  books  the  balance  of  this  Fund  Account  will  be 
transferred  to  the  Shareholders'  Account  in  common  with  the  other  accumulated  profit  balances. 

(3)  Goodwill. 

The  final  figure  of  Goodwill  £142,500  showing  in  the  United  Company's  books  is  arrived 
at  by  taking  the  difference  between  the  actual  assets  acquired  and  the  purchase  consideration, 
plus  liabilities  taken  over. 

The  amount  can  be  proved  as  follows  : — 


Goodwill  as  per  Vendor  Company's 

Profit  on  absorption  ditto 

Premium  on  Debentures  unrepresented  by  assets 


£ 

s. 

d. 

25,000 

0 

0 

110,000 

0 

0 

7,500 

0 

0 

£142^500 

0 

0 
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(4)  Pbemt  m  oh  Shares. 

This  has  been  recorded  in  the  books  of  both  Companies.     1 1  :><!  it   been  omitted,  in  tin- 
Vendor  Company's  books  the  profit  on  absorption  would  only  have  shown  as  £20,000  thai 
of  6110,000,  and  in  the  Purchasing  Company's  books  the  <; luill   leeounl  would  only  have 

Bl I  at  £52,500  instead  of  £142,500. 

ie)  Treatment  where  Shares  are  partly  called  up. 

The  following  is  an  illustration  of  the  absorption  of  one  Banking 
Company  by  another,  where  the  shares  in  each  Company  arc  only  partly 
called  up.  In  such  a  case  as  this,  if  the  shares  of  the  Purchasing  Bank 
arc  issued  at  a  premium  valuation,  the  premium  in  respect  thereof  would 
be  placed  immediately  to  the  Reserve  Account  of  the  Bank,  as  this  account 
is  of  a  permanent   nature,  and  is  not   used  for  ordinary  transactions. 

1LLUSTRATION- 

A    Bank,    having  a    Capital   of  £1,000,000  in  50,000  shares  of   £20  each    (uj which 

S3  108.  nil.  per  Bhare  was  paid  up),  and  a  reserve  of  £150,000,  and  whose  Bhaies  si 1  in  tin- 

market  at  £12,  was  taken  over  by  a  Bank  having  a  Capital  of  £3,000,000  in  50,000  ahar 
£60  each    upon  which  £10  per  share  was  paid  up),  and  a  reserve  of  £400,000,  and  whose  shares 
stood  in  the  market  at  £37,  on  the  terms  that  one  share  in  the  Purchasing  <  ompanj  was  given 
for  three  shares  in  the  Purchased  Company. 

What  are  the  entries  to  1m-  made  in  the  Purchasing  Company's  books  to  :_rive  effect  to 
the  arrangement,  and  how    will  its  Share  Capital  and    Reserve  then  stand  .' 

ft.    d. 
The  net  assets  of  the  Purchased  Bank  will  be  equivalent  to  the 

total  "t  the  Paid-up  Capital 175,000     0     0 

And   the    Reserve  .  .  .  .         • 150, I      0      0 


£325, »     i»     ii 


And  the  Journal  Entry  in  the  Purchasing  Company's  books  will  therefore  be: 

Sundry   Net  Assets.  Dr.       825,000     0     0 

i"  Sundries — 
>ii -in-  Capitol  anoount: — 
Being  one  Share  of  £60— £io  per  Snare  pnM  up  -issue. l  tor  every  three  Shares 
of  50,000  Shares  held  In  the  Purchased  Bank    10,600  Shares  £10  paid  op  . .  l06,««o    o    o 

Cash:— 

Payment  in  lieu  of  traction  ol  Shares    .. 
nut 
Being  ts  acquired  over  purchase  consideration. 


£825,0 i    i» 


•   13     4 
158,333     6     8 


i     0     0 


The  Purchasing  Company's  Share  Capital  will  then   be  as  follow-:     66,666  9hai 
£60  each.  £10  per  share  paid  up.  £666,660,  and  its  Reserve  will  stand  al  I     -  Bd. 

The  excess  of  m-t  assets  acquired  over  the  par  value  of  the  Bhares  issued  in  the  above 
□lustration  is  consequent  upon  the  market  value  ol  the  shares  issued,  and  represents  the  premium 
valuation  thereof. 
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§  18— Reduction  of  Capital. 

Under  the  Companies  Act,  1867,  section  9,  any  Company  limited 
by  shares  may,  by  special  resolution,  so  far  modify  the  conditions  con- 
tained in  its  Memorandum  of  Association  (if  authorized  so  to  do  by  its 
regulations  as  originally  framed  or  as  altered  by  special  resolution) 
as  to  reduce  its  capital. 

The  Companies  Act,  1877,  section  3,  amplifies  the  above  provision 
by  stating  that  the  power  there  given  to  reduce  capital  shall  include 
the  power  to  cancel  any  lost  capital,  or  any  capital  unrepresented  by 
available  assets,  or  to  pay  off  any  capital  which  may  be  in  excess  of 
the  wants  of  the  Company  ;  and  paid-up  capital  may  be  reduced  either 
with  or  without  extinguishing  or  reducing  the  liability  (if  any)  remaining 
on  the  shares,  and  to  the  extent  of  which  such  liability  is  not  extinguished 
or  reduced  it  shall  be  deemed  to  be  preserved. 

Under  the  above  Acts,  therefore,  reduction  may  be  made  by — 

(1)  Writing  off  Capital  unrepresented  by  available  assets. 

(2)  Paying  off  Capital  in  excess  of  the  wants  of  the  Company. 

(3)  Cancelling  shares  which  have  never  been  issued,  or  agreed 

to  be  issued. 

In  the  case  of  (1)  or  (2)  reduction  may  be  effected  either  with  or 
without  extinguishing  or  reducing  the  liability  remaining  on  the  shares. 

In  case  (1)  where  paid-up  capital  is  not  repaid  and  the  liability  in 
respect  of  unpaid  capital  is  not  reduced,  creditors  are  not  entitled  to 
object,  but  the  sanction  of  the  Court  is  necessary. 

In  any  other  case  under  (1)  and  (2)  the  sanction  of  the  Court  is 
necessary,  and  creditors  are  entitled  to  object,  and  those  so  objecting 
must  either  be  paid  off  or  secured. 

In  case  (3)  no  consent  of  the  creditors  or  sanction  of  the  Court  is 
necessary. 

In  assenting  to  a  scheme,  the  principal  points  the  Court  takes  into 
consideration  are  the  protection  of  the  rights  of  Creditors  and  the 
equitable  adjustment  of  the  loss  as  between  the  various  classes  of  Share- 
holders, having  regard  to  their  rights  both  from  a  dividend  and  capital 
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Iff 


point  of  view.  The  arrangement  of  a  scheme  acceptable  to  all  partief 
and  to  the  Court  is  a  matter  of  much  difficulty,  and  it  is  not  possible 
here  to  deal  with  the  subject  otherwise  than  quite  generally,  since  every 

case  must  be  considered  on  its  own  merits. 

ia)  Writing  off  Capital   unrepresented  by  available  Assets. 

The  following  illustration  shows  the  entries  in  a  Company's  books 
consequent  on  a  reduction  of  capital  unrepresented  by  available  assets. 

ILLUSTRATION^- 

A   Brewery  Company's  Balance  Sheet  was  as  follows: — 
CAPITAL     AND     LIABILITIES 


15,000  Ordinary  Shares  <>r  £10  each  tally  paid    .. 

20,1 7  ",,  Preference  Shares  £10  each  fully  paid 

•j  l .  7 ; :  -j  ;>  ",,  Preference  Shares  £10  each  folly  paid 

"  benture  stock  

Mortgage  Creditors 
Trade  and  Loan  Creditors 
Unpaid  Dividends  and  interest 


£            -.  d. 

150,000     ii  a 

200,0 1  0 

217,820     0  " 

100     0  0 

00     u  (i 

J(j:!,7ini     ii  (i 

117,1 

too    0  0 

£1,518,220     ii  ii 


ASSETS. 


Qoodwfll  and  Ingoings 
freehold  Properties 
Leasehold 

Short  Leaseholds 
Plant  and  Utensils 
Banes  and  Carts,  iV<-. 

Bottling  Plant 

Furniture  -.nd  Fittings.  . 

Debtors   . . 

Prepaid  Rents,  Elates,  Licenses,  Insurance,  and  Compensation  Charges 

Stocks 

Cash  in  Hand  and  at  Bankers 

Capita]  Suspense  t<>r  renovation  of  houses 

Profit  and  Loss             

£ 

lsit.tioi 



41,200     0     0 

0     0 

0,100     0     0 

11,064 

4.MI      il      ii 
0     0 

i;      i    o    o 

,i     o 



12,000  0  0 
0  0 
o     0 

£1,518,220     0     0      ? 

Aii   action    against   certain    members   of  the  Board  was  in  progress,   which  ultimately 
resulted  in  a  cash  return  by  them  of  £11,000,  and   a  revaluation   of  the  properties  was 
tained,  ;m<l  it  was  agreed  (with  the  sanction  of  the  Court)  that  the  assets  should    be  reduced 
by  £202,928,  to  include  a    necessary  expenditure    to  be   incurred  upon  renovation  <>t'  ho 
estimated  at  £38,000,  such  reduction  ln-iiur  as  follows: — 

£ 
Freehold  Property         67,508 


lM.iiit   and    I'tensils 

Horses  and  Carta.  &o. 

Furniture  and  Fit  tin -s 

Capital  Suspense 

future  Expenditure  on  renovation  <>i  houses 

Profit    and    Loss      Balance 


5,000 
4,000 

6,000 
16,420 
38,000 
38,000 


The  various  classes  of  Shareholders  made  considerable  sacrifices,  the  '  hrdinary  Shareholders 
reducing  their  share  denomination  from  £10  to  £3,  the  7  per  Cent.   Preference  Shareholder* 
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reducing  their  rate  of  dividend  to  5£  per  cent.,  and  the  5  per  Cent.  Preference  Shareholders 
reducing  their  share  denomination  from  £10  to  £6,  both  of  the  latter  classes,  however,  to  rank 
for  a  non-cumulative  further  dividend  of  li  per  cent,  whenever  a  dividend  of  6  per  cent,  was 
paid  to  the  Ordinary  Shareholders. 

Make  the  Journal  Entries  recording  the  above  transactions,  and  draw  up  the  Balance 
Sheet  thereafter. 

JOURNAL. 


Sundries  : — 

To  Capital  Reduction  Account : — 
Ordinary  Share  Capital — 

Reduction  of  £7  per  share  on  15,000  shares 
5%  Preference  Share  Capital — 

Reduction  of  £4  per  share  on  21,7:52  shares 
Being  reduction  of  Capital  sanctioned  by  order  of  the  Court  dated 


Cash  :—  Dr. 

To  Capital  Reduction  Account 
Being  amount  recovered  by  Members  of  the  Board  as  the  result  of  a  legal  action, 
to  be  utilised  in  writing  off  Capital  Losses. 


Capital  Reduction  Account 
To  Sundries  : — 

Freehold  Property 
Plant  and  Utensils 

Horses  and  Carts,  &c 

Furniture  and  Fittings 
Capital  Suspense  Account 
Suspense  Account  for  future  expenditure  on  renovation  of  houses . . 
Profit  and  Loss  Account — Debit  Balance 
Being  losses  written  off  as  per  order  of  the  Court  dated 


1(1.-,. 1)00      0      0 


11,000     0     0 


•_'o^.'.)2s     0     0 


£202.928     0     0 


£        s.    d 
191,928     0     0 


07,508  0  0 

3,000  0  0 

4,000  0  0 

6.000  0  0 

46,420  0  0 

38,000  0  0 

38,000  0  0 


£-J(l^.928      0      0 


Dr. 


THE     BREWERY     COMPANY,     LIMITED     AND     REDUCED. 
Balance  Sheet. 


<  V. 


To  Share  Capital : — 
15,000  Ordinary  Shares 
of£10eachfullypaid, 
reduced  by  order  of 
the  Court  to  £3  each 
20,000  7  %  Preference 
Shares  of  £10  each 
fully  paid,  reduced 
by  order  of  the  Court 
to  rank  for  Dividend 
at  5£  % 

Shares  of  £10  each 
21,732  5  %  Preference 
fully  paid,  reduced 
bv  order  of  the  Court 
to  £6  each  . . 

o}  %  Debenture  Stock 


.Mortgage  Creditors    . . 

Trade        and        Loan 
Creditors 

Unpaid    Interest    and 
Dividends 

Suspense  Account  : 
Amount  provided  by 
order  of  the  Court 
for  future  expendi- 
ture on  renovation  of 
houses 


45,000      0      0 


200.000      0      0 


130,392     0     0 


150,000     0     0 
420,000     0     0 


::75,:;'.)2      0      0 


570,000 
263,700 


117,000 
200 


0      0 
0      0 


£1,364,292     0     0 


By  Goodwill  and  Ingoings 
Freehold  Properties     . . 
Less  written  off  by 
order  of  the  Court 

Leasehold  Properties  . . 
Short  Leaseholds 
Plant  and  Utensils 
Less  written  off  by 
order  of  the  Court 

Horses  and  Carts,  &c. 
Less  written  off  by 
order  of  the  Court 

Bottling  Plant 
Furniture  and  Fittings 
Less  written  off  by 
order  of  the  Court 

Debtors 

Prepaid    Rents,    Rates, 

Licenses,    Insurance, 

and        Compensation 

Charges 

Stocks    

Cash    in    Hand    and    at 

Hankers 


£  s.    d. 

,103,550     0     0 

67,508     0     0 


6,100     0     0 
3,000     0     0 


11,650 

0 

0 

4,000 

0 

0 

13,000 

0 

0 

6,000 

0 

0 

,030.042 
41,200 

5.250 


3,100     0     0 


7,650     0     0 
450     0     0 


7,000     0     0 
17,000     0     0 


7,000     0     0 
36,000     0     0 


£1,364,292     0     0 
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(b)  Return  of  Capital  out  of  Profits. 

Under  the  Companies  Act,  1880,  when  any  Company  has  accumulated 

a  sum  of  undivided  profits,  which  with  the  consent  of  fche  Shareholders 
may  be  distributed  among  the  Shareholders  in  the  form  of  a  dividend 
or  bonus,  it  shall  be  lawful  for  fche  Company  by  special  resolution  to 
return  fche  same  or  any  part  thereof  fco  fche  Shareholders  in  reduction 
of  fche  paid-up  capital  of  the  Company,  fche  unpaid  capital  being  thereby 
increased  by  a  similar  amount. 

The  precise  meaning  of  this  section  has  been  the  subjeel  of  much 
discussion,  since  it  has  been  stated  thai  apparently  a  Company  can  go 
on  returning  the  profits  in  reduction  of  paid-up  capital  indefinitely, 
without  disturbing  the  credit  balance  of  Profit  and  Loss;  hut  it  is  con- 
tended that  the  proper  construction  of  the  Act  is  to  set  aside  fco  a  Capital 
Reserve  the  proportion  of  profits  so  dealt  with. 

ILLUSTRATION- 

Tlii'  following  is  the   Balance  sheet   of  a  Company: — 
Dr.  BALANCE    SHEET.  Or, 


I.I  UHMTIKS. 

Ass 

£ 

B.   d. 

are  Capital : — 

Sundry    \-- 

30,000  Shares  £1  each  fully  paid    . . 

30,1 

II    II 

editors      .. 

5, i 

n    o 

aeral  Reserve  Account 

20, 

n     ii 

a   I..  Account   . . 

1,500 

ii     0 

£56,500 

D     , 

It  is  desired  to  return  la>.  in  the  £  in  respect  «ii  Capital 

Sheet   will  then  lie  as  follows  : 


ui  of   i Ik    Resei  \ 


ii    ii 


Tin-  Balance 


Ih. 

BALAM    1 

BHEET. 

Or. 

LIABILIT1KS. 

£         s.   d.     ' 

Bhare  1  apil  >i  1 

Sundry  Assets 

n    n 

30,000  Shares  £1  each,  n>-   paid    . . 

15,000    0    0 

Creditors 

5,000     0     i) 

Capital   Keserve  Account 

15,000     o     o 

General        .,           ..                .... 

5, 0     0 

I'rolit   ;iud  Loss  Account 

1,500     0     0 

£■41, i     n 

hi.. i 

(C)  Other  modes  of   Reduction. 

Capital    can    also    he    reduced    hy    forfeiture    of    sharo    and    BUI  render 

of  shares.     The  latter  Is  Qot  always  valid,  and  each  case  must  be  deter- 
mined upon  its  merits.      The  former  is  Only  Valid  in  respect  of  non-pay  nn-nt 

of  calls  or  premiums  when  sanctioned  by  the  Articles. 
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§  19.—  Re=constructions. 

The  sale  of  the  undertaking  of  an  existing  Company  to  a  new  Com- 
pany specifically  formed  for  that  purpose  is  termed  a  re-construction, 
and  may  be  resorted  to  for  the  following  objects  : — 

(1)  For  the  purpose  of  raising  fresh  capital  by  issuing  partly  paid 

shares  in  the  new  Company  in  exchange  for  fully  paid  shares 
in  the  old  Company,  and  calling  up  the  balance  of  such  new 
shares  as  and  when  required. 

(2)  For  amalgamating  two  or  more  Companies. 

(3)  For  taking  new  powers  in  the  Memorandum,   or  changing  the 

domicile  of  the  Company. 

(4)  For  rearranging  the  capital  and  the  rights  of  Shareholders  between 

themselves. 

(5)  For  effecting  a  compromise  with  creditors,  or   the  allotment   to 

them  of  shares  or  debentures  in  settlement  of  their  claims. 

The  cases  of  amalgamation  and  absorption  of  one  Company  by 
another  have  already  been  dealt  with. 

As  regards  the  issue  of  partly  paid  shares,  this  involves  a  liability 
on  the  part  of  the  new  Shareholders,  and  consequently  the  original 
Shareholders  cannot  be  compelled  to  take  up  such  shares  unless  they 
wish  to  do  so.  Where  there  are  dissentient  Shareholders,  provided  they 
give  notice  of  dissent  in  time,  they  can  either  require  the  Liquidator 
of  the  old  Company  not  to  carry  out  the  scheme,  or  to  purchase  their 
interest  at  a  price  which,  if  not  settled  by  agreement,  shall  be  deter- 
mined by  arbitration. 

Frequently  it  is  arranged  that  the  shares  not  taken  up  by  Share- 
holders shall  be  allotted  to  the  nominee  of  the  Liquidator,  who  shall 
sell  the  same  for  the  best  price  he  can  obtain,  and  divide  the  proceeds 
among  the  Shareholders  who  refuse  to  become  parties  to  the  scheme. 

In  cases  where  a  Company  has  sustained  a  considerable  loss  of  capital 
and  is  unable  to  satisfy  its  creditors  in  full,  the  re-construction  scheme 
commonly  provides  for  a  reduction  of  the  original  capital,  a  compromise 
with  the  creditors  either  for  cash  or  for  the  issue  of  fully  paid  shares 
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or  debentures,  and  the  provision  of  new    working  capital   by  the  issue 
of  shares  partly  paid   up,  in    exchange  for    the  shares  held    in  the  old 

Company. 

ILLUSTRATION- 

The  final  Trial  Balance  of  the  Patenl   Bottle  Company,  Limited,  was  as  follows: 

,.  .1.  E        i.    -I 

Share  Capital 

60,000  Shares  of  £1  each  fully  paid  ..  50,000    •>    <» 

Creditors 28,600    0     0 

Patent  Rights 48,000    0  0 

Debtors 4,500     0  <> 

Stock         10,000     ii  i» 

Preliminary  Expenses     ..          ..          ..          ..  1,800     0  0 

Profit  and  Loss  Account             12,060     "  0 

Cash          150    ii  ii 


no\r>oo    ii    o      £7<i.r.oo    H    ii 


Efforts  to  secure  sufficient  new  capital  to  pay  off  the  liabilities  and  place  the  concern 
in  a  sound  basis  having  proved  unsuccessful,  ii  was  decided  i<»  re-construct,  and  the  following 
icheme  was  submitted  (<>  and  approved  by  the  Shareholders  and  Creditors  ■ 

(1)  The  Company  <o  go  into  voluntary  liquidation,  and  a  new  Company  having  a 
Nominal  Capital  of  £100,000  to  be  formed,  called  the  New  Patenl  Bottle  Company, 
Limited,  to  take  over  the  assets  and  liabilities  of  the  old  Company. 

(•J)  The  assets  to  be  taken  over  at  booh  value,  with  tl sceptdon  <>t  the  Patent  Bights, 

which  were  to  be  subject  to  adjustment. 

(3)  The  creditors  to  be  discharged  i'.\  the  new  Company  on  the  following  basis: 

E      .v.    d. 

Preferential  to  be  paid  in  full  .". 

Unsecured  to  be  discharged  by  cash  composition  of   10b. 

in  the  £ 13,4 

Unsecured  to  be  discharged  by  is<ue  of  6  per  cent.  Deben- 
tures fully  paid  at  a  bonus  of  10  per  cent.    . .  .  .  12,600     »»     0 

£28,600     ii     I' 


(4)  60,000  shares  of  tl  each.  lOs.  paid  up,  to  he  issued  to  the  Shareholders  in  the 
old  Company,  payable  6s.  on  Application  and  :>-.  on  Allotment. 

(."))  The  costs  of  liquidation  amounting  to  £260  to  he  paid  by  the  new  Company  as 
pari  of  the  purchase  consideration. 

close  the  books  of  the  old  Company,  and  show  the  opening  entries  in  the  new  Company's 
Looks,  preparing  therefrom  a  Balance  Sheel  ;  assuming  all  the  shares  and  debentures  to  have 
been  allotted,  and  all  cash  in  reaped  ot  tin-  shares  fco  ha\e  been  received. 
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OLD     COMPANY'S     BOOKS. 
JOURNAL. 


Realisation  Account.. 

To  Sundry  Debit  Balances    (as  per  Trial  Balance} 
Being  debit  balances  transferred. 


70,500     ()     0 


76,500     0     0 


Purchasing  Company  ..         ..         ..  ..  ..         ..  '. .         ..       Dr. 

To  Sundry  Creditors 
Being  Bonus  of  10  %  on  £12,000,  payable  in  0  %  Debentures  fully  paid,  as  per 
agreement. 


Purchasing  Company 

To  Realisation  Account 
Being  Purchase  consideration  payable  under  scheme  as  follows  : — 
50,000  Shares  £1  each,  10s.  paid  up,  to  be  issued  to  Share- 
holders 
£12,600  6%  Debentures  fully  paid,  to  be   issued  to  Creditors 

in  part  payment 
Cash  to  Creditors  in   part  payment  of  Unsecured  Creditors 

and  in  full  discharge  of  Preferential  Creditors 
Cash  for  Liquidation  Expenses 


45,050     0     0 


i25,000     0     0 
12,600     0     0 


,200     0     0 
250     0     0 


£15.050      0      0 


localisation  Account.  . 

To  Cash 

Being  payment  of  Liquidation  Expenses. 


Sundries  : — 

To  Purchasing  Company 
Shares  Account— 50,000  Shares  £1    each,   10s. 
Debentures  Account — £13,860  6  %   Debenture- 
Cash     


lid  up 


Being  assets  handed  over  by  New  Company  to  Liquidator  in  settlement  of  Purchase 
consideration. 


Sundry  Creditors 
To  Sundries  : — 


25,000  0  0 
13,860  0  0 
7,450     0     0 


£46,310     0     0 


£46,310     0     0 


Debenture  Account 

Cash             

Realisation  Account 

13,860 
7,200 
6,700 

0 
0 
0 

0 

0 
0 

Being  discharge  of  amounts  due  to  Sundry  Creditors  as  per  agreement  and  transfer 
of  balance  to  Realisation  Account. 

£27,760 

0 

0 

£27,760 

0 

0 

Shareholders'  Account         Dr. 

To  Realisation  Account 
Being  loss  on  Realisation. 

25,000 

0 

0 

25,000 

0 

0 

Share  Capital  Account        . .          . .          . .          . .          . .          . .          . .          .  .       Dr. 

To  Shareholders'  Account 
Being  Share  Capital  Transferred. 

50,000 

0 

0 

50,000 

0 

0 

Shareholders'  Account         . .          . .          . .          . .          . .          . .          . .          . .       Dr. 

To  Shares  Account 
Being  issue  of  50,000  Shares  £1  each,  10s.  paid  up,  in  New  Company  in  exchange 
for  Shares  in  Old  Company. 

25,000 

0 

0 

25,000 

0 

0 

LEDGER. 


Dr. 

REALISATION     ACCOUNT. 

Or. 

To  Sundries 
„   Cash  for  Expenses     . . 

£        s.    d. 

76,500     0     0 

250     0     0 

By  Purchasing  Company 
„    Sundry  Creditors 
„    Shareholders'  Account,  being  Loss 

45,050 
6,700 
25,000 

s.    d. 
0      0 
0     0 
0     0 

£76,750     0     0 

£76,750 

0     0 

Br. 
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Or. 


To  Creditors,  10  %  Bonus 
,.    Realisation  Account.. 

£          8.    d. 

1,260     0     0 

45,050     0     0 

By  Sundries 

£        s.   d. 
40,:(10     0    0 

£40,310     0     0 



£46,310     0     0 

Th. 


SI  NMIY     CREDITORS'      \<<u|   \|. 


l'..  Debenture! 

„  Cash 

..   Realisation  Account  . . 

7,200 
6,700 

s.    d.     | 

I!        0 
(1        II 
(1         1) 

By  Balance 

„    Purchasing  Company 

£        8.   d. 
26,500     0     0 

i  :->■> 

£27,760 

0     0 

Dr. 


SHAREHOLDERS'      \cru|\ IT. 


Or. 


To  Realisation  Account,  Loss    . . 
„  Shares  Account 

£        s.   d. 
25,000     0     0 
25,000     0     0 

By  Share  Capital  Account 

£          B.    .1. 

50,000     0     0 

£50,000     0     0 

Dr. 


CASH  BOOK. 


Or. 


To  Purchasing  Company 

£        b.   d. 
7,450     0     0 

- 

By  Sundry  Creditors 

,,    Liquidation  Expenses 

£       s.  <1. 

7,200     0     0 

250     0     0 

£7,450     0     0 

0     0 

NEW  COMPANY'S  BOOKS. 
JOURNAL. 


Dr. 

Bundry  Assets  :- 
To  Vendor 
Patent  Rights 
Dt'litnrs 
Stock   .. 
Cash    .. 


Being  assets  taken  over  in  accordance  with  Scheme  ol  Re-constiuction. 


Vendor 

To  Sundries  :- 

Share  Capital  Airuimt--5(i,0i><i  Shares  £1  each,  1<V.  p:n.l  up 
iviuntures  6  %     .. 
(  ash 


31,660  0  0 

4,500  0  0 

10,000  0  0 

150  0  0 


[0     ii     n 


2. ".,000     O     0 
7,450     0    0 


Being  Shares  and   Debentures  issued  and  Cash  paid  in  settlement  "i   Purchase 
consideration. 


Application  and  Allotment  Account 
To  Share  Capital 


Being  6s.  per  Snare  payable  on  application  and  5*.  on  allotment  ol  60, I  Shares 

tamed. 


-     I 
•j:.. n    'I 


25.000     0     0 


N 
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Dr. 


CASH     BOOK. 


Cr. 


To  Vendor 
„   Application  and  Allotment  .  . 

£        ,    d.     ! 
150     0     0      ' 
25,000     0     0 

By  Vendor 
„    Balance 

£         S.    d. 
7,450     o     () 
17,700     0     0 

£25,150     0     0 

£25,150     0     0 

To  Balance 

..      1    £17,700     0     0     , 

Dr. 


To  Nominal  Capital : — 

100,000  Shares  £1  each  .  . 

.,  Issued  Capital : — 

50,000  Shares  £1  each,  fullv  paid 
„  6  %  Debentures 


BALANCE     SHEET. 


100,000 

0     I) 

50,000 
13,860 

0     0 
0     0 

£63,860 

0     0 

By  Patent  Bights 
„    Debtors 
„    Stock 
,,    Cash 


Or. 


£ 
31,660 
4,500 
10,000 
17,700 

s.    d. 
0     0 
o     0 
0     o 

0      0 

£63,860 

0     0 

Notes  to  Illustration. 

(a)  Payment  of  Creditors. 

As  the  Liquidator  is  responsible  to  the  Creditors  of  the  Old  Company  to  see  that  the 
conditions  as  set  forth  in  the  scheme  of  Ee-construction  are  didy  carried  out,  the  liabilities  will 
be  discharged  through  him,  and  the  transactions  will  consequently  be  recorded  in  the  books 
of  the  Old  Company. 


(b)  The  Adjusted  Value  of  the  Patent  Rights. 

The  value  placed  upon  the  Patent  Rights  is  arrived  at  by  taking  the  difference  between 
the  Purchase  price  payable  to  the  Vendor  and  the  assets  taken  over  upon  Avhich  an  agreed 
value  was  placed.  The  debit  balance  to  Profit  and  Loss  Account  and  the  Preliminary  Expenses 
as  shown  in  the  Trial  Balance  of  the  Old  Company  are  of  course  ignored  in  the  books  of  the 
New  Company. 
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CHAPTER  IX. 


TOTAL  ACCOUNTS  AND  SECTIONAL  BALANCING, 

§  1. — Total  Accounts. 

(a)  Total  Debtors'  Account. 
(6)  Total  Creditors'  Account. 
(c)   Transfer  Journal. 

2. — Sectional  Balancing  or  Self-balancing  Ledgers. 


N    -1 
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CHAPTER    IX. 


TOTAL    ACCOUNTS    AND    SECTIONAL    BALANCING. 

§  1. — Total   Accounts. 

In  a  business  of  any  magnitude  it  is  very  desirable  to  raise  Total 
Accounts  in  respect  of  the  Sold  and  Bought  Ledgers,  representing  Debtors 
and  Creditors,  for  the  following  reasons  : — 

(1)  In  order  that  a  Trial  Balance  may  be  prepared  without  taking 

out    the    individual    personal    balances,    thus   enabling    Draft 
Accounts  at  any  time  to  be  drawn  out  more  quickly. 

(2)  To  locate  errors,  and  thus  prevent  waste  of  time  in  balancing. 

(3)  If   these    accounts    are    not    under  the    control    of   the    Ledger 

Keepers,  they  can  be  made  to  form  an  important  part  of  the 
internal  check. 

(a)  Total  Debtors'  Account. 

The  object  of  this  account  is  to  show  a  balance  which  will  equal 
the  net  total  of  all  the  individual  balances  in  the  Sales  Ledgers.  It 
should  be  remembered  that  the  Sales  Ledgers  may  contain  a  few  isolated 
accounts  showing  credit  balances.  The  net  balance  of  the  Total  Debtors' 
Account,  however,  will  only  represent  the  difference  between  the  total 
of  the  debit  balances  and  the  total  of  the  credit  balances  (if  any). 

As  soon  as  the  balance  of  the  Total  Account  is  agreed  with  the 
Schedule  of  Balances  extracted  from  the  Sales  Ledgers,  balances  will 
be  brought  down  on  either  side  of  the  Total  Account  representing  the 
total  debit  and  credit  balances  in  the  Sales  Ledgers. 

The  principle  of  a  Total  Debtors'  Account  is  as  follows  :— Every 
item  that  has  been  posted  in  detail  to  the  debit  of  the  various  Personal 
Accounts  in  the  Sales  Ledgers  must  be  posted  in  total  to  the  debit  of 
the  Total  Debtors'  Account  in  the  Impersonal  or  Private  Ledger,  and  in 
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the  same  way  eacli  item  thai  lias  been  posted  in  detail  to  the  credit  of 
the  various  Personal  Accounts  in  the  Sale-  Ledgers  must  be  posted  in 
total  to  the  credit  of  the  Total  Debtors'  Account. 

On  the  debit  side  of  the  Total  Debtors9  Account  will  be  found  : 

(1)  Opening  balances. 

(2)  Goods  sold  dining  the  period. 

(.'!)    Dishonoured  bills  and  cheques  (if  any). 

(4)  Discount  originally  allowed  but  subsequently  disallowed, 

(5)  Cash  and  other  items  (if  any). 

(6)  Transfers  (if  any). 

On  the  credit  side  of  the  Total  Debtors'  Account   \\  ill  be  found  : 

(1)  Opening  credit   balances  (if  any). 

(2)  Cash  received  during  the  period. 

(3)  Discount  payable. 

(4)  Returns  Inwards,  and  Allowances. 

(5)  Bills  Receivable. 

(6)  Bad  Debts  and  other  items  (if  any). 

(7)  Transfers  (if  any). 
Dealing  with  the  debit  side  : — 

(1)  The  opening  balances  will  be  brought  clown  from  the  previous 

period,  and   will   agree  with  the  total  of   the  last   Schedule  of 
Debtors. 

(2)  The   goods   sold   during  the   period    will   be   obtained   from    tin- 

Sales  Day  Book,  the  totals  of  this  book  being  posted  monthly 
or  quarterly,  as  the  case  may  be. 

(3)  Dishonoured   bills    will    be    obtained    from    an    analysis    of    the 

Transfer  Journal.  This  should  not  involve  any  serious  difficulty, 
as  the  number  of  such  items  will  not  in  all  probability  be  great. 
Should  any  of  the  dishonoured  bills  have  been  discounted,  the 
entry  debiting  the  Personal  Account  in  the  Sales  Ledger  w  ill  probably 
have  been  made  direct  from  the  Cash  Book.  En  such  cases  the 
adjusting  entry  in  the  Total  Debtors1  Account  should  have  been 
made  simultaneously  with  the  cash  posting.  The  whole  of  these 
dishonoured    bill    items   can    be    easily    checked,    however,    as    the 
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Remarks  column  in  the  Bills  Receivable  Book  should  show  at  a 

glance   all  bills  which  have  been  discounted,   and   all   which  have 

been  dishonoured. 

(4)  The  item  of  Discount  on  the  debit  side  of  the  Total  Debtors' 
Account  will  be  due  in  all  probability  to  Dishonoured  Bills, 
the  Discount  being  credited  to  the  Personal  Account  at  the 
time  when  the  bill  was  given,  and  debited  as  soon  as  the  bill 
proved  worthless.  The  total  of  Discount  thus  debited  will  be 
obtained  from  an  analysis  of  the  Transfer  Journal. 

Dealing  with  the  credit  side  : — 

(1)  The  opening  credit  balances  (if  any)  represent  the   total  of  the 

Personal  balances  which  were  in  credit  at  the  close  of  the  preceding 
period. 

(2)  The  total  cash  received  in  respect  of  Debtors,   and  which  has 

been  posted  to  the  Sales  Ledgers  during  the  period,  will  be 
obtained  from  the  Sales  Ledger  column  in  the  Cash  Book. 
The  total  of  this  column  will  be  posted  to  the  Total  Debtors' 
Account  monthly  or  quarterly,  as  the  case  may  be. 

(3)  Discount  Payable  would  be  obtained  from  the  totals  of  the  Dis- 

count Payable  column  in  the  Cash  Book,  and  from  the  Cash 
Discount  column  in  the  Bills  Receivable  Book  (if  any).  In 
cases  where  no  such  column  is  provided  in  the  Bills  Re- 
ceivable Book,  the  Discount  will  either  have  been  entered  in 
the  Discount  column  in  the  Cash  Book,  or  else  a  separate 
Journal  entry  will  have  been  made  for  each  item  in  the  Transfer 
Journal.  In  the  latter  case  the  total  will  be  obtained  from 
an  analysis  of  this  book. 

(4)  Returns  Inwards  will  be  obtained  from  the  totals  of  the  Sales 

Returns  Book,  which  will  be  posted  to  the  Total  Debtors' 
Account  monthly  or  quarterly,  as  the  case  may  be.  Allow- 
ances will  be  obtained  from  the  analysis  of  the  Transfer  Journal. 

(5)  Bills  Receivable  will    be    obtained  from  the  total    of   the   Bills 

Receivable  Book,  which  will  be  posted  to  the  Total  Debtors' 
Account  monthly  or  quarterly,  as  the  case  may  be. 
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(6)  The  Bad  Debis  will  be  obtained  from  the  analysis  of  the  Transfer 
Journal. 

(bj  Total  Creditors'  Account. 

The  object  of  this  account  is  to  show  in  one  accounl  a  balance  equal 
to  the  total  of  all  the  individual  balances  in  the  Boughl  Ledgers  added 
together.     The  account  is  raised  in  a  similar  manner  to  the  Total  Debtors1 

Account. 

On  the  credit   side  will  be  found: — 

(1)  The  opening  balances. 

(2)  Ooods  purchased  during  the  period. 

(3)  Transfers  and  other  items  (it  any). 

On  the  debit  side  will  be  found: — 

(1)  Opening  debit  balances  (if  any). 

(2)  Cash  paid  during  the  period. 

(3)  Discount  Receivable. 

(4)  Returns  Outwards. 

(5)  Bills  Payable. 

(6)  Transfers  and  other  items  (if  any). 
Dealing  with   the  credit  side: — 

(1)  The  opening  balances  will  be  brought  down  from  previous  period, 

and  will  agree  with  the  total  of  the  last  Schedule  of  Creditors. 

(2)  Goods  purchased   during  the  period   will  be  obtained   from   the 

Boughl  Day  Hook,  the  totals  of  this  book  being  posted  monthly 
or  quarterly,  as  the  case  may  be. 
Dealing  with  the  debit  side: — 

(1)  The  opening  debit  balances  (if  any)    will  represent    the  total   oi 

the    Persona]    balances    which    were   in  debit    at    the  close  of   the 
preceding  period. 

(2)  The   total   cash    paid    in    respect    of    creditors  which    has    been 

posted  to  the  Boughl   Ledger  during  the  period  will  !»•'  obtained 
from  the  Bought    Ledger  column  in  the  Cash    Hook.      The   total 

of  this  column  will  he  posted  monthly  or  quarterly,  as  the 
may  be. 
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(3)  Discount   Receivable   will   be   obtained   from  the   totals  of   the 

Discount  Receivable  column  in  the  Cash  Book,  and  from  the 
Cash  Discount  column  in  the  Bills  Payable  Book  (if  any).  If 
no  such  column  is  provided  in  the  Bills  Payable  Book,  and  the 
items  have  not  been  passed  through  the  Discount  column  in 
the  Cash  Book,  the  total  will  be  obtained  from  an  analysis  of 
the  Transfer  Journal. 

(4)  Returns  Outwards  will  be  obtained  from  the  totals  of  the  Bought 

Returns  Book,  which  will  be  posted  monthly  or  quarterly,  as 
the  case  may  be. 

(5)  Bills  Payable  will  be  obtained  from  the  totals  of  the  Bills  Payable 

Book,  which  will  be  posted  monthly  or  quarterly,  as  the  case 
may  be. 

(c)  Transfer  Journal. 

In  any  system  of  Total  Accounts  it  is  of  the  utmost  importance 
to  pass  all  items  through  some  subsidiary  book  of  prime  entry  before 
posting  the  same  to  the  Ledger.  If  this  rule  is  not  strictly  adhered  to 
endless  trouble  in  balancing  the  books  is  almost  inevitable. 

The  Transfer  Journal  is  consequently  of  considerable  importance 
to  record  those  items  for  which  no  specific  subsidiary  book  of  prime  entry 
is  provided. 

The  following  is  a  convenient  ruling  where  the  book  is  used  solely 
to  record  the  various  Transfers.  It  cannot,  however,  take  the  place 
of  the  ordinary  Journal,  nor  is  it  intended  to  do  so. 


ILLUSTRATION- 


TRANSFER     JOURNAL. 


Account  to  ' 
debited. 
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ILLUSTRATION- 

•  in  the  Let  January,  1908,  the  balances  as  per  tin-  Schedule  of  Sales  Ledger  balances  were 
C16.000  debit  and  £64  credit,  and  the  Bought  Ledger  balances  at  the  same  date  oame  to 
credit  and  £59  debit. 

During  the  six  months  ending  30th  June,  1908,  the  Bales  amounted  to  £46,000, 
Purchases  to  £39, .;n>:  the  Cash  received  from  Debtors  £42,240,  and  the  Cash  paid  to  Creditors 
£39,562;  the  Discount  Payable  £1,760,  and  the  Discount  Receivable  £1,648;  Eteturns  Inwards 
£860,  Returns  Outwards  £620;  BiDs  Receivable  £1,780,  Bills  Payable  £2,740;  the  Dis- 
honoured Hills  amounted  to  £190;  Discount  allowed  to  Debtors,  but  subsequently  disallowed, 
amounted  to  610  :  Had  Debts  written  oil'  £320  ;  and  the  Transfers  from  the  credit  ol  the  Bought 
Ledgers  to  the  debit  of  the  Sales  Ledgers  equalled  £13. 

The  schedule  of  Sales  Ledger  balances  at  the  .'5<>th  June  amounted  to  £15,208  <lei,it  and 
tit  credit  :  and  on  the  Bought  Ledger  to  £3,559  credit  and  £65  debit. 

Prepare  from  these  particulars  a  Total  Debtors  Account  and  a  Total  Creditors1  Account 
bringing  down  the  balances  as  at  30th  June,  proving  the  correctness  of  the  Bales  and  Bought 
Ledgers  respectively. 


Dr. 


TOTAL    DEBTORS'    ACCOUNT. 


1908. 

£        s.    d. 

1908. 

.I.ui.      1 

To  Balance     . . 

>,' 16,000     0     0 

Jan.      1 

By  Balance 

64 

0     o 

.Inn.    30 

..    Bales         

1  46,000     0     0 

June  30 

„    Cash      . . 

IIMO 

0     0 

..    Dishonoured  Bills 

a     190   o   o 

,,    Discount  Payable 

1,700 

0     0 

,,     Discount   .. 

i 

..    Returns  Inwards 

850 

0     0 

..   Transfers 

18    o    o 

„    Bills  Receivable 

1,7*0 

0     0 

..    Balance    . . 

9     0     0 

„     Bad  Debts 
„    Balance 

l.V-'J- 
£62,222 

0     0 
0     0 

£62,222     0     0 

0     0 

.lulv      1 

T"  Balance    .. 

£15,208     0     0 

July      1 

By  Balance 

£9 

.1     0 

Dr. 
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Or. 


1908. 

£        s.   d. 

1908. 

i 

Jan.     i 

To  Balance 

59     0     0 

Jan.     1 

By  Balance 

8,760     0     0 

June  :!o 

*          

39,552     0     0 

.luio-  90 

„    Purchases 

,i     o 

..    Discount   Receivable 

1,648     0     0 

,.    Transfers 

13     0     0 

..     Ki  turns  Outwards 

620     it     0 

Balance 

65     0     0 

..    Bflla  Payable 

2,740     0     0 

.,     Balance 

To  Balance 

3,559     0     0 

July     1 

By  Balance 

£48,178     0     0 

14-.;:-     u 

July  1 

£65     0     0 

£3,559     0     0 

Note  to  Illustration. 

The  accuracy  of  the  Total  Accounts  should  be  tested  by  drawing  out  a  Trial  Balance, 
including  the  balances  on  these  accounts.     If  this  agrees  it  may  be  sssumed  that  the  Total 

Accounts  are  correct.  l>nt  it  is  advisable  to  check  all   Impersonal  DOStingS  to  avoid  the  possibuit] 

of  compensating  errors. 
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§  2. -Sectional  Balancing  or  Self=Balancing  Ledgers. 

The  separate  proving  of  Ledgers  forms  an  important  part  in  .almost 
every  system  of  Accounts.  The  method  of  having  separate  columns 
for  each  Ledger  in  the  Gasli  Book  and  books  of  prime  entry  cannot 
generally  be  adopted  conveniently  where  there  are  a  large  number  of 
Ledgers,  owing  to  the  rulings,  which  render  the  books  too  cumbrous. 
Even  the  system  of  having  separate  books  of  prime  entry  for  each  Ledger 
cannot  often  be  used,  as  the  clerks  who  make  the  prime  entries  are  fre- 
quently junior  clerks,  who  cannot  be  expected  to  know  to  which  Ledger 
each  particular  item  refers. 

Thus  a  method  to  a  certain  extent  analytical  becomes  almost  im- 
perative. The  books  of  prime  entry,  which  include  the  Day  Books, 
Returns  Books,  &c,  should  be  ruled  with  columns  merely  for  purposes 
of  departmentalisation,  and  not  in  any  way  for  the  purpose  of  proving 
the  Ledgers.  The  number  of  such  books  should  be  governed  entirely 
by  the  volume  of  transactions  involved,  and  the  requirements  of  the 
scheme  of  work  in  the  counting-house.  Each  Ledger  clerk  should  post 
from  the  books  of  prime  entry  those  items  which  refer  to  the  particular 
Ledger  or  Ledgers  under  his  control. 

The  following  is  an  outline  of  a  scheme  for  sectional  balancing,  and 
is  based  on  a  system  adopted  with  complete  success  by  a  large  manu- 
facturing concern  : — 

(1)  A  prime  entry  should  be  made  for  every  transaction.    No  transfers 

from  one  Ledger  to  another  should  be  made  without  the  entry 
first  being  passed  through  the  Transfer  Journal.  This  rule 
should  be  most  rigidly  enforced,  as  otherwise  a  great  deal  of 
difficulty  may  be  experienced  in  agreeing  the  balances  of  the 
particular  Ledger  with  the  Total  Account  applicable  to  that 
Ledger. 

(2)  In  the  books  of   prime  entry  the  posting   references  should   be 

made  as  follows  : — Each  Ledger  should  be  distinguished  by  a 
particular  letter,  and  this  letter  should  be  written  in  fairly  large 
print  just  outside  the  folio  column  in  the  book  of  prime  entry. 
The  folio  column  will,  of  course,  contain  merely  the  reference  to 
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the  particular  page  of  the  Ledger  concerned,  and  bo  by  glancing 
<!own  the  page  of  any  of  the  books  of  prime  entry  the  letters 
denoting  the  particular  Ledgers  are  apparent. 

(3)  At  the  end  of  each  mouth  a  clerk  should  take  each  of  the  books 

of  prime  entry,  including  the  Cash  Book,  and  prepare  separate 
lists  of  the  amounts  referring  to  each  particular  Ledger.     These 

lists  should  be  called   over  and   checked,  and  any  error  adjusted 
before  entering  the  totals  into  the  Summary   hook.     It  should 
be  remembered    that   the  reference  to  the   particular   Ledg< 
entered  in  bold  type,  and  consequently  the  accurate  prepara- 
tion of  these  lists  is  by  no  means  a  difficult   task. 

(4)  The  totals  of  the  lists  referring  to  any  book  of  prime  entry  should 

agree  with  the  total  of  that  book  for  the  period,  and  when  Buch 
lists  have  been  checked  they  should  be  entered  into  a  Summary 
Book,  which  should  have  separate  columns  or  pages  for  each 
Ledger  in  use. 

(5)  The  Summary  Book  should  then  contain  particulars  of  all  the 

entries  in  the  books  of  prime  entry  correctly  analysed,  so  thai 
with  the  balances  brought  forward  from  the  previous  period 
Total  Accounts  result  for  each  Ledger.  The  net  total  of  the 
balances  upon  any  one  Ledger  should  then  agree  with  the  balance 
of  the  columns  in  the  Summary  Book  applicable  t<>  that   Ledger. 

(6)  The  clerks  who  take  out  the  Ledger  balances  on  to  the  Bheets,  or 

into  the  Balance  Books,  should  have  had  nothing  whatever 
to  do  with  the  postings  of  these  particular  Ledgers;  and  mm 
Ledger  balances  whatsoever  should  be  taken  out  by  the  clerk 
who  prepares  the  analysed  li-t-  for  entry  in  the  Summary  Hook. 

(7)  The  Summary  Book  should   be  under  the  immediate  control   of 

some  responsible  official,  and  no  Ledger  clerk  should  be  allowed 

access  to  it. 

The  practice  of  having  the  Total  Accounts  relating  to  each  Ledger 

at    the   back   of    the  Ledger    itself   in   addition   to  Total    Account-    in   the 
Nominal  or  Private  Ledgers,  is  both  unnecessary  ami  undesirable. 
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It  is  unnecessary,  as  it  involves  the  Account  being  prepared 
twice  merely  to  serve  a  theoretical  purpose  ;    and 

It  is  undesirable,  as  it  not  only  destroys  a  valuable  form  of 
Internal  Check,  but  places  the  ordinary  Ledger  clerks  in 
possession  of  total  figures. 

The  following  is  an  illustration  of  a  Sales  Ledger  Summary  Book 
ruled  for  a  business  having  five  Sales  Ledgers. 


ILLUSTRATION 
Dr. 


SALES    LEDGERS    SUMMARY    BOOK. 


t V. 


Date. 


Particulars. 


Jan.   1 
„     31 


To  Balance     . .  . .   , 

,  Sales  ..  .. 

,  Dishonoured  Bills 

,  Discount  . .  . . 

,  Transfers  . .  . . 

,  Cash  . .  . . 

,  Balance     . .  . .   I 


Feb.   1    To  Balance 


1908. 
Jan.  31 


By  Balance 

„  Cash     

„  Discount  Payable 

„  Returns  Inwards 

,,  Bills  Receivable  . . 

„  Bad  Debts  . .      . . 

,,  Transfers 

„  Balance 


By  Balance 


Note  to  Illustration. 

A  separate  page  in  the  Summary  Book  could  be  allotted  to  each  Ledger  if  desired. 

In  practice  the  Summary  Book  would  not  be  balanced  off  and  agreed  more  often  than 
quarterly  or  even  half-yearly. 

The  Total  column  will  be  found  useful  for  purposes  of  checking  with  the  monthly  totals 
in  the  books  of  prime  entry,  and  can  be  used  as  a  Total  Debtors'  Account. 
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CHAPTER  X. 

DEPARTMENTAL  ACCOUNTS,  BRANCH  ACCOUNTS, 
AND  FOREIGN  EXCHANGE. 

§  1. — Departmental  Accounts. 
2.—  Branch  Accounts. 
3. — Wholesale  Branches. 

4. — Retail  Branches. 

(a)  Goods  charged  to  Branches  at  selling  price. 

(b)  Goods  charged  to  Branches  at  cost  price. 

(c)  Goods  charged  out  at  cost,  plus  percentage. 

5. — Branches  where  the  whole    of  the  detail  is  recorded 
in  the  Branch  Books. 

6. — Foreign  Branches. 

(a)  Branches  working  on  a  fixed   rate  of  exchange. 

(b)  Branches  working  on  a  fluctuating  rate  of  exchange. 

7. — Foreign  Mine  Accounts. 
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CHAPTER    X. 

DEPARTMENTAL   ACCOUNTS,    BRANCH    ACCOUNTS, 
AND    FOREIGN    EXCHANGE. 
§  1. — Departmental   Accounts. 

In  the  case  of  a  business  where  there  are  two  or  more  departments, 
it  is  very  important  that  the  accounts  should  be  so  arranged  as  to  enable 
the  trading  results  of  each  department  to  be  accurately  ascertained  as 
regards  turnover  and  expenses  as  well  as  profits. 

The  principle  of  Departmental  Accounts  can  be  applied  to  any  kind 
of  business,  whether  it  is  of  a  manufacturing  or  a  retail  nature.  It  is 
proposed,  however,  to  deal  in  this  section  only  with  accounts  of  this 
nature  affecting  a  Wholesale  Business,  since  the  principle  on  which  the 
Departmental  Accounts  of  a  Retail  Business  should  be  kept,  approximates 
very  closely  to  the  systems  necessary  for  Retail  Branches,  which  are 
fully  discussed  subsequently. 

In  order  to  obtain  the  desired  particulars,  separate  records  must 
be  kept  of  the  purchases  and  sales  of  each  department.  Stock  of  each 
department  must  be  separately  taken,  and  the  expenses  that  can  be 
allocated  direct  to  any  department  must  be  charged  thereto,  other 
expenses  which  cannot  be  so  allocated  being  divided  on  some  reasonable 
basis,  either  in  proportion  to  the  turnover  of  each  department,  or  (as 
in  the  case  of  rent)  to  the  amount  of  floor  space  occupied,  or  in  any 
other  way  which  may  be  advisable  under  the  circumstances.  In  order  to 
allocate  the  purchases  and  sales  correctly,  either  separate  day  books 
must  be  kept  for  each  department,  or  columnar  day  books  with  a  column 
for  each  department ;  otherwise  the  day  books  must  be  analysed.  The 
first  method  is  not  always  convenient,  as  it  frequently  involves  a  large 
number  of  duplicate  entries,  especially  as  regards  purchases. 

Where  the  number  of  departments  is  reasonably  limited,  it  is  most 
convenient  to   adopt   columnar  forms    of    bought   and   sold  day   books, 


DEPARTMENTAL    ACCOUNTS,     BRANCH     LOOOl    NT8,    ETC. 


207 


return  books,  &c,  having  a  total  coin  inn  from  which  the  posting  is 
made  to  the  Personal  Account,  and  being  provided  with  detail  columns, 
the  totals  of  which  at  the  end  of  each  month  or  other  period  axe  posted 
to  their  respective  accounts  in  the  [mpersonaJ  Ledger. 

The  following  is  a  ruling  of  a  Columnar  Bought  Day  Book  convenient 
for  a  Hat  Manufactory,  where  there  are  three  departmeri 

ILLUSTRATION 

DEPARTMENTAL    BOUGHT    DAY    BOOK. 


Ii  is  important  i<>  note  thai  stock  must  !»<■  taken  Eor  each  departmenl  separately,  and 
proper  records  kepi  of  all  transfers  from  one  departmenl   i<>  another. 

ILLUSTRATION 

The   following  is    the    I  rial 
:{i)tli  September,   L907  :— 


Balance  of  tin-   Excelsior  Trading  Company,    Limited, 


Ordinary  Share  Capital 
Preference    .. 

i  si  Mortgage  Debentures  .. 

Stork    30t.li   September,    l'JOti,    Dept.     A... 
B.   -. 

Purchases,  Dept.  A.  . . 

„      B 

Dept.  A 

B 

Carriage  and  Freight 

Salaries 

Travelling  Expenses. . 

incidental 

Elates  and  Taxes 

Fuel,  Lighl  and  Water 

insurance 

Dept.  A 

„      B 

Sundry   Debtors 

Rills  Receivable 
Sundry  Creditors 
Freehold  Premises 
Managing  Director's  Salary 
Directors'  Fees 

Btatii ry  and  stamps 

Discounts 

Preference  Dividend  half-year  to  Blsl  March,  1907 

Debenture  interest  half-year  to  Slsl  March,  1907 

Cash  iii  Eland 

Balance  at   Bank 

ProfM  and  Loss  Account     Balance  from    lOtti  September.  1906 


(i  n 

0  0 

II  II 

II  (I 

II  II 

II  II 

0  .i 

II  II 

II  II 


lu.iniu     0 

".. 

5,000     0 


80,000 


4,000      0      0 


BOO 

ii 

0 

160 

ii 

II 

too 

ii 

II 

too 

0 

II 

8,1 

0 

0 

,,    ,, 

■  ' 

II 

£7  |. ..,.,,      ii      ii 

Provide  £600  for  Bad  l»«i>ts.  and  make  onl  departmenta]  Trading  and  Profli  and  Loss 
aooonnta  (dividing    the  expenses  between    the  departmenta  in  proportion  f<>  the  Balec 
Balance  Sheel  at  30th  September,  1907.     The  Stock  a1  30th  September,  I'.*'),"    was:     Depart- 
ment A.  £6,000,    Departmenl   B.  £2,800.      The  Nominal  Capital  of  the  Company   is  I 
divided  into  15,000  Ordinary  Shares  of    El  each,  and  10,000  8  per  Cent  Cnmnlatiye  Preference 
Shares  of  £1  each,  and  the  Shares  issued  are  tolly  paid. 
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Dr. 


:e  excelsior  trading  company,  limited. 

I;  \i.w<  i.  Sheet,  :>"i h  Sepi bmbsb,   L907. 


In  Nominal  «  ipital— 

15,000  ordinary  Bbarea 

i>i  £1  each 
lo.iiiii)  b%  Cumulative 
Preference  Shares 

of   i'l    Cillll 

li.'i.OOO 

,,   toned  Capital 

10, i  Ordinary  Snares 

hi  £1  t;irli,  fully  paid 
5,000  Preference  Shares 

of  £1  each,  fully  paid 

.,   t ",,  i-i  Mortgage  Deben- 
tures •  • 
,,  Interest  Accrued 


.  >ii"  Irj  Creditors 
I'rntlt  &•  1.1  iss  Account 
Balance  at  1st  Octobei 

1906 

Add  Profit  for  year. . 


Leu   interim   Prefer 
ence  Dividend  paid 


15,000     0 

10,000     0 


0 

o 

10,000 

5,000 

o 

o 

5, 

ii 

0 

100 

0 

o 

•  Will 

0 

o 

1,550 

0 

o 

2,150 

o 

150 

0 

o 

i_:.,,niio      ii      ii 


5,100 

i  


8,000     o     ii 


J^G.IOU      (I      (I 


By  r'n-rlmiii  Premises 

Lett  I: 
Debts 

.,    Bflis  BeceivaUe 

i   it   Bank  . . 
in  Sand  . . 


0 

o 

o 

0 

:. 

o 

o 

inn 

o 

" 

• 


8,100     o     ii 


£26,100 


$  2.— Branch  Accounts. 

The  system  of  Branch  Accounts  to  be  applied  in  any  particular 
case  will  depend  upon  the  special  circumstances  of  the  business,  the 
principal  points  to  bear  in  mind  being  the  necessity  of  obtaining  tin- 
maximum  results  with  the  minimum  amount  of  labour,  in  conjunction 
with  an  adequate  check  on  the  branch  manager. 

Broadly  Bpeaking,   Branches  may  be  divided  into  three  classes: 

(1)  Wholesale  Branches. 

(2)  Retail  Blanches. 

(3)  Branches  where  the  whole  of  the  detail  i-  recorded  in  the 

Branch  books. 
It    is   proposed   to  describe   here  the  principal  systems  which  are  in 
common  use  in  each  case. 


§  3. — Wholesale    Branches. 

In   the  case  of  a    business    possessing   wholesale   branches   tin- 
which  goods  are  sold,  all  purchases  being  made  by  the  Head  Office  Itself, 

it  is  usually  found  possible  to  arrange  for  the  branch  accounts  t<>  !»•■  kepi 
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in  detail  at  the  head  office.  The  branch  will  not  be  permitted  to  collect 
cash  from  its  debtors,  but  statements  will  be  sent  out  by  the  Head  Office, 
and  cash  remitted  direct  by  the  customer  thereto,  and  as  a  result  the 
only  cash  receipts  by  the  branch  will  take  the  form  of  cash  sales,  which 
will  probably  not  be  numerous.  The  expenses  at  the  branch  will  be 
of  a  cash  nature,  and  will  be  dealt  with  through  an  Imprest  Petty  Cash 
Account  with  the  Head  Office,  the  manager  sending  up  each  month  or 
other  period  a  statement  showing  his  disbursements,  and  receiving  a 
cheque  for  the  precise  amount  thereof. 

In  such  a  case  the  record  of  the  sales  and  other  transactions  with 
customers  entered  into  by  the  branch  will  be  made  in  triplicate,  one 
copy  going  to  the  customer  as  an  invoice,  the  second  being  sent  up  to 
the  head  office  day  by  day,  while  the  third  remains  at  the  branch  for 
reference.  From  these  returns  the  Head  Office  will  write  up  the  sales 
ledgers  applicable  to  the  branch.  The  same  principle  will  apply  to 
returns  and  allowances. 

If  the  nature  of  the  stock  renders  it  possible,  it  is  desirable  that 
quantity  accounts  should  be  kept  of  the  stock  sent  to  and  the  sales  made 
by  each  branch,  the  balance  being  agreed  with  the  stock  on  hand  taken 
at  each  balancing  period,  any  discrepancies  then  discovered  being 
enquired  into. 

Where  it  is  not  desired  to  ascertain  the  exact  profit  or  loss  made 
at  the  branch,  the  result  of  the  trading  can  be  approximately  arrived 
at  by  deducting  the  expenses  from  the  estimated  gross  profit  on  turnover 
based  on  the  experience  of  previous  periods.  Where,  however,  it  is 
desired  to  ascertain  the  exact  result,  the  goods  sent  to  the  branch  by 
the  head  office  must  be  charged  out  at  cost,  when  it  will  be  possible 
to  prepare  an  ordinary  Trading  Account  in  respect  of  the  branch  from 
the  Head  Office  Books, 

The  above  system  of  Branch  Accounts  is  the  simplest  of  its  kind, 
and  is  very  similar  to  the  Departmental  Accounts  dealt  with  in  §  1. 
The  case  of  Wholesale  Branches  where  all  the  transactions  are  recorded 
in  the  branch   books  will  be   similar  to   the  class   discussed  under  §  5. 
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§  k— Retail  Branches. 

(a)  Goods  charged  to  Branches  at  selling   price. 

The  principal  point  in  formulating  a  system  of  accounts  for  retail 
branches  where  cash  transactions  arc  numerous,  is  thai  it  shall  form 
an  adequate  check  on  the  transactions  both  as  regards  stock  and  cash. 
Bearing  this  in  mind,  where  the  selling  price  of  the  articles  is  a  fixed 
one,  and  the  number  and  variety  is  not  such  as  to  prevent  its  adoption, 
the  system  of  charging  goods  issued  to  the  branch  at  selling  price  will 
be  found  the  most  advantageous.  At  the  head  office  there  will  b 
branch  ledger,  which  will  contain  the  following  accounts  for  each  branch  : — 

Stock  Account. 

Expense  Accounts, 

Total   Debtors'    Account; 
the  latter  account  not  being  requisite  where  there  ace  no  ere  lit   sales. 

All  goods  issued  to  the  branch  will  be  charged  up  to  the  Stock  Account 
at  selling  price,  the  total  amount  received  from  the  branch  in  respect 
of  cash  sales,  and  the  total  credit  sales  at  the  branch  being  credited  i<» 
this  account.  An  exact  record  must  be  kept  <>!'  all  allowances  off  selling 
price,  and  these  will  also  be  credited  here  w  hen  necessary.  The  balance 
of  this  Branch  Stock  Account  at  the  end  of  each  period  will  represent 
the  closing  stock  at  the  branch  at  selling  price,  and  must  be  agreed  with 
the  actual  stock  taken,  any  difference  being  either  traced  to  its  origin, 
or  if  small,  written  off.  The  next  account  will  start  on  the  debit  Bide 
with    the  opening  stock  at    selling  price. 

The  expenses  will  no  doubt   be  paid  by  the  head  office  partly  by 

cheque  direct  and  partly  on  the  imprest  system,  and  will  be  charged 
up  to  the  expense  accounts.  The  branch  will  send  up  monthly  details 
of  its  credit    sales  to  the  head  office,  showing  the  total   -ales  effected,  cash 

received  in  respect  thereof,  discount,  return-  and  allowances,  bid  debts, 

and  any  special  items,  and  at  balancing  periods  Schedule  <>f  the  cl<»-iii'_r 
balances.      From    these    particulars    the    Total    Debtor-"    Account    can    be 

written  up  in  the   Branch   Ledger  at   the   Head  Office,  credit  sales  being 

debited  thereto  and  credited  to  the  Stock  account  as  previously  mentioned. 

o  2 
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The  cash  remitted  to  the  head  office  in  respect  of  credit  sales  would  be 
credited  to  this  account,  and  entries  put  through  to  record  the  returns, 
allowances,  bad  debts,  &c.  The  closing  balance  on  this  account  should 
then  agree  with  the  total  of  debtors  outstanding. 

In  the  above  instance  it  has  been  presumed  that  all  purchases  are 
made  by  the  head  office,  as  will  usually  be  the  case  where  retail  branches 
are  concerned. 

Where  the  system  described  is  adopted,  it  will  not  be  possible  to 
ascertain  from  the  books  the  exact  profit  or  loss  at  the  branch  owing 
to  the  fact  that  the  goods  are  charged  out  at  selling  price ;  but  this 
disadvantage  is  more  than  counterbalanced  by  the  very  material  benefit 
obtained  from  being  able  to  prove  the  correctness  of  the  stock,  and 
consequently  also  of  the  cash.  Moreover,  in  businesses  of  this  nature 
the  average  rate  of  gross  profit  is  usually  constant,  and  consequently  as 
long  as  the  turnover  of  the  branch  is  known  the  result  of  trading  can 
easily  be  calculated. 

In  the  Head  Office  Books  it  will  be  remembered  that  the  closing 
balances  of  Stock  on  Hand  at  the  branches  are  brought  down  at  selling 
price.  If  no  adjustments  were  made,  this  would  have  the  effect  of  taking 
credit  for  profit  on  stock  not  yet  sold,  and  consequently  allowance  must 
be  made  for  the  difference  between  selling  price  and  cost  price  of  these 
stocks.     The  simplest  way  to  make  this  adjustment  will  be  as  follows : — 

The  goods  sent  to  the  branches  which  were  in  the  first  instance 
debited  to  the  various  Branch  Stock  Accounts  will  have  been  credited 
to  a  Goods  Sent  to  Branches  Account.  The  total  of  the  closing  stocks 
at  selling  price  will  be  ascertained,  and  such  amount  will  be  brought 
down  as  a  credit  balance  on  this  Goods  Sent  to  Branches  Account,  thus 
forming  a  counterbalancing  item  for  the  respective  debit  balances  on 
the  Branch  Stock  Accounts,  and  enabling  them  to  be  eliminated  alto- 
gether from  the  final  Balance  Sheet. 

The  remaining  amount  to  the  credit  of  the  Goods  Sent  to  Branches 
Account  will  represent  the  actual  sales  at  the  branches,  and  will 
be  transferred  to  the  General  Trading  Account.  The  stock  of  goods  at 
the  branches  must  be  calculated  at  cost,  and  brought  in  as  part  of  the 
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general  stock  of  the  business.  If  this  method  is  pursued  each  year 
the  difference  between  the  cost  and  the  Belling  price  of  the  closing  stocks 
will  be  automatically  adjusted. 


ILLUSTRATION 

Messrs.  J.  Poster  &  Co.  have   a    Head  Office  which  acts  aa  a  distributing  centre  to  their 
two  Branches,  where  all  Sales  are  made.     All  Purchases  are  made  by  the  Bead  « Office,  and 
are  charged  ou1  i<>  the  branches  at  Selling  price.     All  expenses  are  paid  by  the  Bead  Office, 
where  the  books  are  kept,  except   the  Sales  Ledgers,  which  are  kept  .it  the  Branches.     The 
Bead  Office,  however,  keeps  Total  Debtors'  Accounts  in  respect  <»i  these.     <»n  takinj 
.-it  Branch  A    at  Belling  price,  ii  was  Found  that  tin-  actual  Stock  was  short  by  £12,  compared 

with  (In-  balance  of  the  Stock  Account.     In  the  si ■  waj  the  actual  Stock  at  Branch  B.  was 

greater  by  E7  than  ili>-  balance    <»n    their  stock  Account.     Ii   was  decided   d>  write  ofl  these 
differences. 


Prom  the  particulars  given,  write  up 
and  prepare  Trading  and  Profll  and  Loss  A« 
and  Balance  sheet  as  at  i  hat  date. 


e  Branch  Accounts  in  the  Bead  Office  Books, 
Mints  for  the  year  ending  :Hst  December,  1907, 


stock  ;it  1st  Jan.  at  Selling  Price  .. 

Goods  s.nt  to  Branches 

Ifel  < 'iv in  Sales         

Cash    Sales 

Goods  Returned  to  Bead  Office       

Allowances  ofl  Selling  Price  .. 
Debtors  at  1st  Jan. 
cash  received  from  Debtors 
Discounts  allowed  to  Debtors 

Bad  Debts         

stuck  at  1st  Jan.,  at  Cost,  at  Head  Office  ami  Branches.. 

Ditto  sis*  December 

Purchases 
Salaries    . . 
Cradi    Expenses 
Bent,  Kate,  ami  Taxes 
Depreciation 
Discounts  Received 

Creditors  : 

.1.  Poster,  *  lanital  Account 

Drawing  Account 
Leasehold  Premises 
Fixtures  and  Fittings 
Cash  at    Dank     .  . 
„    in  Band 


Dr. 

STOCK    ACCOUNT 

BRANCH    A. 

Or. 

1907. 

Jan.      1 

Dee.  3 

To  Balance    Stock  . 

..    ds  from  Bead 

to  Balance    Stock  . 

Office" 

t       s.    ,|. 

2,1 

16,0 »     " 

1007. 

- 
Returns  to  Head  Office 
.     Allowances   ofl    Selling 

Price 
..    Difference  in  Stock    . . 
Balano     Stock 

0    (i 
6,16 

11-     0     0 

18     0     0 

•     0     0 

•.  i:."" 

£1,700     ii     n 

0      0 

Cms 
Jan.       1 
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Dr. 


STOCK    ACCOUNT,    BRANCH    B. 


Or. 


1907. 
Jan.     1 
Dec.  31 

£      ,    „. 
To  Balance— Stock  . .          ..              1,400     0     0 
„    Goods  from  Head  Office            10,000    0    o 
„    Difference  in  stuck        ..                  7    0    0 

1907. 
Dec.  31 

By  Net  Credit  Sales 

„    Cash  Sales 

„    Returns  to  Head  Office 

,.    Allowances  otf  Selling 

Price 
„    Balance — Stock 

£      s.    d. 

6,390     0     0 

3,321     o     0 

1 20     0     0 

76     0     0 
1,500     0     0 

£11,407     0     0 

£11,407     0     0 

1908. 
Jan.      1 

To  Balance     slock  ..         ..          £1,500    0    0 

1                              1 

Dr. 


TOTAL    DEBTORS'    ACCOUNT,    BRANCH    A. 


Cr. 


1907. 
Jan.      1 
Dec.   31 

To  Balance     . . 
„    Net  Credit  Sales.. 

To  Balance 

£      s.    d. 
750     0     0 

9,820     (i     i) 

1 

1907. 
Dec.  31 

By  dash 

„    Discounts 
„     Bad  Debts 
..     Balance 

£      s.    d. 
9,615     0     0 
1G0     o     0 
105     0     0 
690     0     0 

£10,570     0     0 
£690     0     0 

£10,570     0     0 

1908. 

Jan.      1 

Dr. 


TOTAL    DEBTORS'    ACCOUNT,    BRANCH    B. 


Cr. 


1907. 
Jan.      1 
Dec.  31 

To  Balance 

„    Net  Credit  Sales 

To  Balance     . . 

£ 

540 

6,390 

s.    d. 
0     0 
0     0 

1907. 
Dec.  31 

By  Cash 

.,     Discounts 
.,     Bad  Debts 

.,     Balance 

£      s.   d. 
6,192     o     0 

107     0     0 

41      (1      0 
590     0     0 

£6,930 

0     0 

£6,930     0     0 

1908. 
Jan.      1 

£590 

0     0 

Dr. 


GOODS    SENT    TO    BRANCHES    ACCOUNT,    A. 


1907.        ; 

Dec.   31        To  Returns  from  Branch     .. 
„    Allowances     off     Selling 

Price 
„    Difference  in  Stock 
,,    Transfer  to  Sales  Account 
,,    Balance — Stock  Suspense 


£      s.   d. 
200     0     0 

118     0     0 

12     0     0 

14,970     0     0 

1,700     0     0 

1907. 
Jan.     1 
Dec.   31 

1908. 
Jan.     1 

£17,000     0     0 

Cr. 


£      s.   d. 

By  Balance — Stock  Suspense         2,000     0     0 
..    Goods  to  Branch  ..       15,000    o    o 


By  Balance — Stock  Suspense 


£17,000     0     0 


£1,700     0     0 


Dr. 


1907. 
Dec.   31 


GOODS    SENT    TO    BRANCHES    ACCOUNT,    B. 


dr. 


To  Returns  from  Branch    . . 

,,    Allowances  oil  Selling  Price 
„    Transfer  to  Sales  Account 
„    Balance — Stock  Suspense 


£  s.  d. 

120  0  0 

76  0  0 

9,711  0  0 

1,500  0  0 


£11,407     0     0 


1907. 
Jan.      1 
Dec.   31 


1908. 
Jan.      1 


£  s.  d. 

By  Balance— Stock  Suspense         1,400  0  0 

,.    Goods  to  Branch            . .        10,000  0  0 

.,    Difference  in  Stock        . .                7  0  0 


£11,407     0     0 


By  Balance — Stock  Suspense       £1,500     0     0 
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Dr. 


1907. 

.In..      I 
Dec.  31 


TRADING    A\h  PROFIT     \\i»    LOSS     \'  COUNT 

i  OB    mi.    Vi.  LB    ENDING    '■'>  I  -  i    I  M  .  i.Mr.i.i:,    L907. 


To  stuck     . . 

Porch 
,,   Gross  Profit 


ii'  id  Offlce  . 
Branch   \ 
Branch  B. 

1 1  i ■  i.   i 
it.  -.i\  Offlce 
Branch  A. 
Branch  B.     . . 

Etenl  ■  Kates  and 

Taxes  : 

Bead  Offlce  .. 

Branch   \.     . . 

Branch  I'..     .. 

i onl 

Allowed  : 
Branch   \.     . 
Branch  B.     .. 

Bad  Debta: 
Branch  A.     . . 
Branch  B.     . . 

Depreciation     .. 
Balance,    being 

\.t     profit 

("irrirtl    to 

Capital    Ac- 

nl 


,oa 

620     ii     u 

('.III    ()    II 


120 

ii 

it 

ii., 

0 

0 

76 

n 

0 

349     n     0 
325     i)     ii 

19 


L60 

107 

II 
ll 

0 

II 

Id.', 
41 

0 

n 

0 

II 

£ 
7, nun 
13,621 
10,  160 

n 
ii 
0 

II 

II 
II 

1007. 

Dee.  ::l 

£  11,581 

ip     0 

M  10 

0 

II 

611 

II 

II 

86  1 

II 

II 

267 

0 

1' 

I  16 
650 

0 

II 

II 
II 

5,966 

0 

II 

£10,624 

II 

II 

Branch  A 
Branch  B 


Bj  Grose  Pi  .lit 

i:  ceived 


'.•,711      il     ii 


lh. 


BALANCE     S1IKI<:T    31st    Dkckmuki:,     19U7. 


To  Sundry  Creditors.. 
..  .i.  Poster, Capital  Account, 
balance  at  Isl  Jan.,  1907 
Add  Profll 


iMt  l  <rawings 


ehold  Premises 

.,   Fixtures  and  Fittings 

..   Btock 

..    Sundry  l>ri>tors — 

Branch   \ 

Branch  B. 


Cash— 

At  Bank    

in  Band- 
Bead  Offlce 
Branch  A.        16     0    0 

It.  10     0     0 


JI...-1     0     0 
rt.iMto     0     I) 


ii     ii 


264     'i     0 


i     0     0 


Or, 


590 

ii 
0 

0 
0 

1,640 

0 

•  I 

'1 

£ 

.'..Jim 

6,900 


I.J- > 


0     o 


(b)  Goods   charged  to  Branches  at  cost  price. 

In  many  kinds  of  businesses  it  la  impracticable  to  work  on  the 
method  just  described,  eithei  because  the  stock  is  perishable  or  is  sold 
at   varying  prices  according  to  the  quantities  taken  by  the  pure] 
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In  most  cases  of  this  kind  the  goods  will  be  charged  out  at  cost.  As 
a  result  it  will  not  be  possible  in  the  Head  Office  Branch  Ledger  to  keep 
a  Goods  Account  which  can  be  reconciled  by  including  the  closing  stock, 
but  on  the  other  hand  all  materials  will  be  found  for  the  preparation 
of  a  proper  Trading  Account  for  the  Branch,  the  opening  and  closing  stocks 
being  taken  at  cost  price,  and  the  goods  charged  out  being  also  at  cost 
price.  The  cash  and  credit  sales  will  be  ascertained  in  a  similar  manner 
to  that  described  under  the  other  system,  as  also  will  all  the  other  items. 

Although  the  exact  result  of  the  trading  can  be  ascertained,  it  cannot 
be  contended  that  such  an  absolute  check  is  afforded  by  this  system 
as  by  the  former,  and  consequently  it  may  be  advantageous  to  supple- 
ment it  by  a  statistical  stock  record  compiled  monthly  in  the  following 
manner  : — 

The  opening  stock  will  be  taken,  and  to  it  added  the  purchases. 
From  the  total  thus  arrived  at  will  be  deducted  the  gross  sales  ;  the 
gross  profit  estimated  at  the  average  rate  will  be  added,  and  the  result 
will  then  represent  the  estimated  stock  on  hand.  By  a  comparison 
of  these  monthly  figures  it  can  be  seen  whether  the  stock  fluctuates, 
and  if  there  is  any  reason  to  suspect  any  irregularity,  the  actual  stock 
can  be  taken  without  notice  being  afforded  to  the  manager,  and  it  can 
then  be  seen  what  justification  there  is  for  the  suspicion.  It  must  be 
remembered,  however,  that  this  arrangement  forms  no  part  of  the  double 
entry  book-keeping,  and  is  merely  in  the  nature  of  a  periodical  estimate. 

ILLUSTRATION- 
BRANCH    A.    MONTHLY    STOCK    ACCOUNTS— January    to   June. 


Opening  Stock  . . 
Add  Purchases 


Add  Gross  Profit  25  %  on  Sales  . 
Estimated  Closing  Stock 


Jan. 

Feb. 

Mar. 

April. 

May. 

June. 

£ 
1,400 
200 

£ 

1,225 

250 

£ 

1,175 

350 

1,600 
500 

1,475 
400 

1,525 
420 

1,100 
125 

1,075 
100 

1,105 
105 

£1,225 

£1,175 

£1,210 

DEPARTMENTAL    ACCOUNTS,    BRANCH    ACCOUNTS,     ETC. 
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In  cases  where  credit  sales  at  the  branches  are  at  all  numerous, 
it  is  advisable  for  Total  Debtors'  Accounts  bo  be  kepi  inrespeel  thereof 
at  the  Head  Office;  in  other  cases  where  the  credit  is  shorl  and  the 
amount    outstanding   a1    any  time   not    very    Large,    Buch    accounts    are 

not     kept,    but    the    outstanding   debtors    are    brought    into    the    arc, unts 
al    the   end    <>!'   each    period    in    the   same    manner   as   Stock. 


ILLU 
( 
Cash  n 
ticulan 
1907  : 


ST  RAT!  ON 

roods  an-  charged  out  from  the  Bead  Office  of  a  Company  t< 

•crivr.i  al   the  Branches  is  paid  into  the  Head  Offio 

-  prepare  Profit  an. I  Loss  Account  of  the  X.  Bn Ii  for 


Goods  sent  to  Branch,  less  Returns 
siock  1st  January,  L907 
Cash  received  from  Branch 
Stoofe  31s1  December,  1907     .  . 
I  debtors  1st  January,  l!n>7 
Debtors  31st  December,  I  dot.  . 
Bent,  Rates  ami  Taxes 
Wages  ami  Sundry  Expenses.. 


•  to  its 

1'.. 

anohes  at  cost  price 

ily.      P 

rum  the  following  par 

te  ye. ii 

c-ll 

ling  3ls1  December 

£ 

H. 

.1. 

1,070 

(1 

it 

690 

(1 

ii 

6,200 

(1 

ii 

7»'> 

II 

a 

7"' 

II 

ii 

S!l 

II 

ii 

160 

II 

u 

340 

II 

ii 

Dr. 


111(17. 

Jan.     i 


1008. 

.1:111.        I 


X.    BRANCH     PROFIT    AND    Loss    A.CC0UNT 

FOB    Vl.Ai:    ENDING    31ST    DECEMBER,    1907. 


Stock        ..     £600    0    o 
Debtors    ..        75    0    o 

Qooda  t  r<  >ui  H.O. 

Kent,  Elates  and  Taxes. . 

Wages  and  Sundry 

Kxpi-nsis 
Net  Profit 


To  Balance — 
Stock 
Debtors    • 


£740     0     (I 
89     0     0 


s; 

s.    .1. 

768 

1.117m 

inn 

ii     n 
ii     n 
ii     ii 

840 
1,094 

0      0 
0     0 

7,'U.i 

,1   .1 

820 

0     0 

1907. 

lice,     it             By  «':i-li 

..  Slock      . 

..  Debtors 


£740     M 
SO     n 


Or. 


s.-7.iU'.»     a     o 


<c)  Goods  charged  out  at  cost  price  plus  a  percentage. 

An  alternative  method  to  charging  goods  out  at  coal  i>  to  charge 
them  out  plus  a  percentage  representing  the  estimated  gross  profit  mi 
the  cost  (which  is  distinct  from,  and  must  not  be  confused  with,  the 
rate  of  gross  profit  on  the  sales).  If  this  is  done,  the  opening  ami  closing 
stocks  must  be  taken  into  account  plus  the  same  percentage,  and  as 
a  result   the  Trading  Account  of   the   Branch  should  show  little  or  no 
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balance  one  way  or  the  other.  If  there  is  a  profit  or  loss  of  any  amount 
it  will  be  apparent  that  either  there  is  some  error,  or  the  rate  of  gross 
profit  assumed  is  not  correct.  In  the  case  of  a  loss,  attention  should 
also  be  directed  to  the  possibility  of  fraud  having  taken  place  in  con- 
nection with  either  cash  or  goods,  thereby  reducing  the  profit  that  should 
have  been  earned  by  the  Branch  in  the  ordinary  way.  Under  this  system 
the  accounts  in  the  Head  Office  Branch  Ledger  will  be  similar  to  those 
described  under  sub-section  (b).  It  should  be  remembered,  however, 
that  the  closing  stocks  must  be  adjusted  to  cost  in  the  same  way  as 
described  above  under  sub-section  (a). 

Under  this  method  it  will  be  possible  for  the  Head  Office  to  compile 
from  their  own  books  not  only  a  Trading  Account  on  the  gross  principle, 
but  also  (by  adjusting  the  percentages  on  the  opening  and  closing  stocks 
and  purchases)  an  actual  Trading  Account  disclosing  the  net  profit  or 
loss  made  by  the  Branch.     . 

ILLUSTRATION- 

A  Company  charges  out  goods  supplied  by  the  Head  Office  to  its  Branches  at  cost,  plus 
25  per  cent.  From  the  following  particulars  show  the  Trading  Account  of  the  Branch  in  the 
Head  Office  Books,  and  prepare  a  Memorandum  Trading  Account  showing  the  real  gross 
Profits. 

£        s.    d. 
Goods  sent  to  Branch,  less  Returns  .  .  .  .  11,000     0     0 

Sales         10,400     0     0 

Stock  at  commencement  .  .  .  .  .  .     1,500     0     0 

Stock  at  close 2,120     0     o 


Dr. 


BRANCH  TRADING  ACCOUNT  IN  HEAD  OFFICE  BOOKS. 


Or. 


To  Stock 

„  Goods  from  Head  Office 

„   Gross  Profit 

£        s.    d. 

1,500     0     o 

11,000     0     0 

20     0     0 

Bv  Sales             

„     Stock             

£       s.   d. 
10,400     0     0 
2,120     0     0 

£12,520     0     0 

£12,520     0     0 

To  Balance — Stock           

£2,120     0     0 

! 


Dr. 


To  Stock 

L'„   Goods  Iron)  Head  Oilier 
„   Gross  Profit 


ACTUAL    TRADING    ACCOUNT 


£ 

s. 

d.      1 

1,200 

0 

0 

8,800 

0 

0     1 

2,096 

0 

0 

£i2,oy(i 

o 

0 

DEPARTMENTAL    ACCOCNTS,    BBANCH     A.COO!   NTS.     ETC. 
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Note  to  TQwtmtion. 

In  the  Head  Office  books,  if  it  was  desired  to  sho*  tin 
of  the  doable  entry,  the  entries  would  be  as  follows: 


•al  profit  at  i  In-  Branch  a-  pari 


Dr. 


il  ace  Down 
",,  mii  Closing  Stock 
,.   Profit  and  Low  Account 
Actual  Grose  Profll 


l>, 


BRANCB     ADJUSTMENT    ACCOUNT 


£  s.  .1. 
124  ii  <> 
,098     0     ii 


£2,520     ii     ii 


ace  brought  forward 
Qoodi  -'nt  i..  Branrhei   Iccoonl 

",,     Hit     I  HKmIs     ,i||I 

Branch  i  radlng  Account    appar  nl 
I'imIH  transferred 


Bj    Balance 


GOODS    SENT    T<  >    BRANCHES    ACCOUNT. 


i 

tjt • 


'I'u  Branch   kdjostmenl  Account 
on  Qoods  sen! 
,,    i  radin  -  Account    eosl  "i  Goods  -  ni 


2,200 

>.^im 


111,11110       II       II 


l'.\   r, is  to  Bran<  ii 


ill  I, nun 


The  credit  balance  on  the  Branch  Adjustment  Account  of  £424  would  be  sei  off  in  draw  ing 
the  Pinal  Accounts  against  the  debit  balance  of  £2,120,  which  represents  Stock  at  Branch 
plus  •-'•">  per  cent.,  ami  this  Stuck  would  then  show  in  the  Balance  Sheet  at  its  proper  figure  ol 
cost,  viz.,  £1,696. 

It  should  in-  observed  that  when  26  per  cent,  is  added  to  the  cost,  ami  it  is  desired  to 
ascertain  tin-  cost  when  only  the  gross  figures  arc  given,  20  per  cent.,  must  be  deduoted  onlj 
as  25  i»«r  rem.  added  to  the  net  is  equal  to  20  per  cent,  taken  off  the  gross. 


^  "». — Branches  where    the    whole    of   the   detail    is  recorded  in 
the  Branch  Books. 

Tn  the  case  of  Branches  where  on  account  of  their  distance  from 
the  Head  Office,  or  owing  to  the  amount  of  detail  involved  and  to  the 
necessity  of  keeping  the  permanent  record  on  the  spot ,  it  i^  found  necessary 
to  have  the  whole  of  the  accounts  kept  at  the  branch,  the  following  system 
will  apply. 

There  will  he  an  account  in  the  Branch  hooks  called  "  Head  Office 
Current  Account,"  and  in  the  Head  Office  hooks  there  will  he  a  corre- 
sponding account  called  "  Branch  Current  Account."  All  remittances 
of  cash  toot-  from  the  Head  Office,  and  transfers  of  goods.  &c.,  will  be 
passed  through  this  account,  either  in  detail  or  in  total  at  the  end  of 
each  period.  In  the  Branch  hooks  this  account  can  he  regarded  as 
representing  the  capital  at  the  Branch,  and  consequently  if  the  assets 
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in  the  Branch  books  exceed  the  liabilities,  the  Head  Office  Current  Account 
will  necessarily  show  a  credit  balance.  In  the  Head  Office  books  the 
Branch  Current  Account  will  in  the  same  way  show  as  a  debit  balance 
representing  the  excess  of  assets  over  liabilities  at  the  Branch. 

At  the  end  of  each  balancing  period,  where  the  Branch  makes  out 
a  Trading  and  Profit  and  Loss  Account,  the  balance  of  that  account 
will  be  transferred  to  the  Head  Office  Account,  and  the  Branch  Balance 
Sheet  will  then  disclose  the  assets  and  the  liabilities  at  the  Branch,  and 
the  balance  due  to  or  from  the  Head  Office. 

The  Head  Office  on  receiving  these  accounts  will  incorporate  the 
profit  at  the  Branch  by  debiting  the  Branch  Current  Account  and 
crediting  Profit  and  Loss  Account.  Assuming  no  other  adjustments  are 
necessary,  it  will  then  be  found  that  the  balance  on  the  Branch  Account 
in  the  Head  Office  books  agrees  with  the  balance  of  the  Head  Office  and 
Account  in  the  Branch  books,  and  consequently  Head  Office  and  Branch 
Balance  Sheets  can  be  amalgamated,  the  various  assets  and  liabilities 
being  added  together  under  their  respective  headings,  while  the  Current 
Account  Balances,  being  contras,  can  be  eliminated. 

ILLUSTRATION— 

The  following  are  Trial  Balances  of  the  Head  Office  and  Leeds  Branch,  respectively,  of 
a  business  at  31st  December,  1907.  Prepare  amalgamated  Balance  Sheet,  and  show  the  Leeds 
Current  Account  in  the  Head  Office  books. 


DKBIT     I5ALAM  l> 


Goodwill 

Stock  

Debtors 

Cash  at  Bank 

riant   and  Machinery 

Leeds  Current  Account  1st  Jan.,  1907 

Goods  sent  to  Leeds 

Cash  sent  to  London 


£ 
5,000 

6,500  0 

7,300  0 

2,100  0 

4,300  0 

6,380  0 

1,500  0 


s.    d. 
0     0 


s.    d. 


3,200 
4,100 

520     0     0 
1,700     0     0 


0     0 
0     0 


£11.520      0      0 


CREDIT     BALANCES. 


Share  Capital,:— 21,000  Shares  of  £1  each,  fully  paid 
P.  and  L.  Account— Balance  at  1st  Jan. 

,.  .,  Profit  for  year 

Creditors 

Reserve  for  Bad  Debts 

Goods  received  from  London 

Cash  received  from  Leeds         

Head  Office  Current  Account  1st  Jan.,  1907 


21,000  0  0 

530  0  0 

6,200  0  0 

3,100  0  0 

250  0  0 


2,000      0      0 


1,900  0  0 

1,600  0  0 

140  0  0 

,500  0  0 


£33,080     0     0         £11,520     0     0 


DEPARTMENTAL    ACCOUNTS,    BBANCB    ACCOUNTS,    ETC. 
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Dr. 


LEEDS    CURRENT    Acrni'NT    IN     HEAD    OFFICE    BOOKS. 


i'..  Balance 

,,       lioillls 

,,    I'rniit  and  Lose  Account 

I'r-.llt 


: 

'■■.:- 

I,". 0 

1,000     0 


,,    Balanci 


Or. 

■ 


1908. 
Jan.     l       To  Balance 


Ih. 


BALANCE    SHEET    3l8i     De<  bmber,    1907. 


£      B.  d. 

Share  <  lapital ! 

21,000  Snares  ol  £1  each, 
hill]   paid 

Sundry  Creditors  : — 

Mead  Oilier   .  .  8,100   0   0 

Leeds 1,600    "    II 


'miii  ,v  Loss  Account 
Balance  at  Ls1  Jan 
Add  Profit  for  yeai , , 


630  ii  ii 
B.100  'I  0 


Bj    Iwill 

.,    Plant  and  Machinery 

Head  Office      .. 

Leeds 

„     Stock  : 

Head  Office  , . 
Leeds . . 


30     0     H 

'  V. 

.,. 

: 

5, 

I.  ; I     ■■ 

1.7 ii 

it     M 

5,500  it  'i 
8,200     'i     '• 

B,700     0     0 

Sundry  Debtor* 

H<  el  Office  . .      £7,300  0  0 

/  .       /;  260  'I  'I 

i..  edg   . 

Leu*  Keserve 


( lash  : 

Head   OfflCI 

Leeds. . 


2,1 

520     ii 


,     ii    a 


ii     ii 
0     o 


It  frequently  happens  that  at  the  date  of  the  Balance  Sheet  items 
either  of  cash  or  of  stock  may  be  in  transit  between  the  Head  Office 
and  the  Branches,  or  between  one  Branch  and  another  Branch.  In 
mch  a  case  ii  will  be  apparent  thai  whereas  for  example  the  Ilea*1  Office 
will  have  debited  the  Branch  with  cash  sent  on  the  last  day  of  the  year, 
the  Branch  will  not  have  credited  the  Head  Office,  owing  to  the  facl 
that  the  item  of  cash  was  rial  received  till  the  beginning  of  the  new  year. 
Adjustments  must  be  made  in  respect  of  such  items. 

ILLUSTRATION- 

\  Company  baa  its  Head  Office  in  London,  and    Branches  -ii    Liver] I  .m.l  Sheffield. 

The  following  are  the  separate  Balance  Sheets  on  31st  December,  1907. 


Dr. 

1. 

0N1 

ION. 

<r. 

£ 

* 

rl 

£ 

-    d. 

l'n  share  Capital  : 

k         

ii    n 

100,000 8han  sol  El  each.fullj  paid 

100,000 

ii 

ii 

..    Debtors 

ii    -i 

..  Creditors 

n, iii  iii 

ii 

ii 

■ 

.,   Liverpool    '  urrenl     Lccounl     [after 

debit 

debiting  £100  cash   remitted   on 

Sheffield  on 

and  received  si    Sheffield 

list     December,    1907,    and    re- 

ceived al  Liverpool  on    La1   Jan., 

Jan.,  1908) 

27  1  in 

ii    ii 

1008)           

ii 

ii 

.nk         

ii    ii 

..   Profll  and  I  oss  lecouni  - 

Bala at  i-t  Jan.   , .  El,7( » 

Add  Profit  for  year  , ,    9,250    0    0 

1  1. 

" 

n 

'i 

H 

ii    n 
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Dr. 


LIVERPOOL. 


Or. 


£ 

(1 

£ 

8. 

d. 

1,750 

0 

0 

Bv 

Stock             

3,505 

u 

0 

4,000 

0 

0 

Debtors 

1,750 

0 

0 

,,   Sheffield     Current      Account     (after 

Head  Office  Current  Account  (after 

debiting  £150  .Stock  sent  to  Slief- 

debiting  £75  Stock  sent  to  London 

field    31st    Dec ,     1907,    and    re- 

31st Dec,  1907,  and  received  at 

ceived  at   Sheffield  on   3rd   Jan., 

London  on  2nd  Jan.,  1908) 

565 

0 

0 

1908)            

70 

0 

0 

£5,820 

0 

0 

£5,820 

II 

0 

Dr. 


SHEFFIELD. 


To  Creditors 
„   Head  Office  Current  Account   (after 
debiting  £500  cash  sent  to  Head 
Office  31st  Dec,  1907,  and  received 
at  London  1st  Jan.,  1908) 


£       s.    d. 
5,050     0     0 


26,340     0     0 


>:;l,:;it0     0     0 


Or. 


By  Buildings,  Plant  and  .Machinery .  . 
,,    Stock 

£        s.    d. 
20,470     0     0 
5,200     ()     0 

„    Liverpool  Current  Account 
„    Cash  at  Bank 

220     0     0 
2,250     0     0 

£31,390     0     0 

The  Profit  and  Loss  balances  at  the  Branches  have  been  adjusted. 

Make  the   further   adjustments  necessary,   and   prepare  aggregate  Balance  Sheet  as  at 
31st  December,  1907. 


Dr. 


Dr. 


HEAD    OFFICE    BOOKS. 

LIVERPOOL    CURRENT    ACCOUNT. 


SHEFFIELD    CURRENT    ACCOUNT. 


CASH    IN    TRANSIT. 


To  Liverpool  Current  Account 


£      s.    d. 
100     0     0 


STOCK    IN    TRANSIT. 


Cr. 


To  Balance 

£      s.   d. 
490     0     0 

By  Balance 
,,     Cash  in  transit 

By  Balance 

£      s.    (1. 
390     0     o 

1110      0      0 

£490     0     0 

£490     0     0 

£490     0     0 

Cr. 


To  Balance 

£      s.    d. 
27,140     0     0 

By  Stock  in  transit 
„    Balance 

£      s.    d. 

300      O      0 
26,840     0     0 

£27,140     0     0 

£27,140     0     0 

To  Balance 

£26,840     0     0 

To  Sheffield  Current  Account     .. 


£      s.   d. 
300     0     0 


Dr. 
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LIVERPOOL    BOOKS. 

BHEPPIELD    CURRENT     ACCOUNT. 


£       -     .1. 
120    "    0  By  Balance 

^t,M-K  m  tr. in-it 


£220     0     0 


Bj    Bab 
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To      ii      ii 

1 ".' »     'i     0 


Dr. 


STOCK    IN"    TRANSIT, 


Or. 


Co  Sheffield  Curreni   tocounl    . . 
,,   Bead  Office  Curreni    Lccounl 

£       s.    A. 

150     n     ii 

7.'.     0     ii 

B]    Balanoe 

0    ii 

£225     "     ii 

ii    o 

To  Balanoe 

£225     0     0 

Dr. 


UK  \h    OPPTCE    CURRENT    A.CCOUNT 


I'd  Balance 

£       B.    «l. 

60S    n    o 

By  Stock  in  transil 
Balance 

£     b.  d 

7."i      0      11 

0     ii 

£565     0     0 

0     0 

To  Balance 

£490     0     0 

Dr. 


SHEFFIELD     BOOKS. 
HEAD    OFFICE    CURRENT    A.CCOUNT 


£0,840     ii     ii  I'.v    I'.al.inrc 

,.    Casta  in  transil 


£26,84 ' 


-     .1 
ii     ii 
o     ii 

■ 

0     ii 

£20,840 

.1     o 

cash     IN    TRANSIT. 


|,,  ii.  ..I  Office  i  urrenl    \.  •  ounl 


i 


l.l\  I.1M I.    CURRENT     \«  !<  01  N  I 
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£        s.   d. 
20,470     0     0 

o 

o 

1    o 

00 

47,500     0     0 

° 

o 
o 

°  1 

o 
o 

5 

a 

£         s.    d. 

36,550     0     0 

3,730     0     0 
5,200     0     0 

oo© 

ooo 

o  c  o 
o  mm 

efr-Too" 

o         o 

o         o 

o          o 
o          m 

SO               t^ 
1-H             N 

•JOO 
BJC  C 

oo 

vOO 

s,  u]  ej  so 

tj'     to" 

a 

3 

eS         •  2' 

1 1  g* 

o         c 

o         e 

in          ii 
o          e 
in           0 
oo 

oo 

o.S 

»•   .    . 
Hoo 

3 

5 
5 
5 
1 

Sheffield 

„   Debtors  :— 
London 
Liverpool 
Sheffield 

„    Cash  at  Bank  : — 

London        11,500     0     0 

Do.  in  transit     . .          . .        100     0     0 

OO 
O  O 

o  o 
mo 
11  m 

£        s.    d. 
100,000     0     0 

12,800     0     0 
4.000     0     0 

11.000     0     0 

o  j 

5  1 
r    1 

£       s.    d. 

6,000     0     0 
1,750     0     0 
5,050     0     0 

oo 
oo 
c  o 
i-Tob 

Pi 

*          '. 
O          '. 

lJ  J.  J1 

«0  to  o 

£§!!•- 

DO       O 

o         ; 
H 

§2 

-  _■ 
:£ 

Si 

.1. 

1- 

;. 

i 

*i 

i 
P 

!     £ 

=B 

l" 

, 
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In  some  cases  it  is  found  convenient  to  keep  the  record  of  the  fixed 
assets,  such  as  land,  buildings,  plant  and  machinery,  &c.,  in  the  1 1 <a< I 
Office  books  rather  than  in  the  Branch  books,  [f  H  is  desired  to  charge 
the  Branch  with  depreciation  on  these  assets,  the  Bead  Office  Accounl 
in  the  Branch  books  will  be  credited  with  the  amount  thereof ,  and 
Depreciation  Account  debited.  rriie  assets  being  in  the  Head  Office 
books,  the  Head  Office  will  make  an  entry  crediting  the  Assel  Accounts 
and  debiting  the  Branch  Current  Account  with  the  amount  of  depreciation. 
Should,  however,  the  depreciation  not  be  charged  to  the  Branch,  but 
dealt  with  in  the  general  accounts,  no  such  entry  will  be  necessary. 

In  combining  the  final  accounts  of  a  business  where  there  are  only 
one  or  two  Branches,  it  is  frequently  found  convenient  to  shov«  I  he  account  - 
in  columnar  form,  a  column  being  provided  for  the  Head  Office,  for  each 
Branch,  and  for  the  Total  Figures.  When  this  is  done  care  should  be 
taken  to  see  that  the  amount  of  sales  from  the  Head  Office  to  Branches, 
and  the  amount  of  purchases  by  Branches  from  Head  Office,  together 
with  any  similar  transactions  as  between  the  Branches  themselves,  should 
be  eliminated  from  the  total  column,  otherwise  the  total  figures  will 
be  unduly  swollen  by  the  inclusion  of  transactions  within  the  business 
itself,  which  are  merely  departmental,  and  have  no  relation  to  the  actual 
turnover.  If  the  Balance  Sheet  is  in  columnar  form  it  will  be  necessary 
to  include  the  balances  of  the  Current  Accounts  between  the  Ilea  I  Office 
and  Blanches  in  the  respective  columns  to  which  they  relate,  in  order 
thai  the  totals  of  these  columns  should  agree,  but  these  Current  Account 
Balances  should  not  be  extended,  since  they  represent  the  net  assets 
or  liabilities  at  the  Branches,  which  have  already  been  taken  into  account. 

When  inter-Branch  transactions  occur,  each  Branch  must  have  a 
current  account  for  the  Branch  with  which  the  transactions  are  effected, 
mid  these  accounts  must  be  agreed  at  the  ^nd  of  each  period  in  a  similar 

manner  to  the  current  accounts  between  the  Head  Office  and   Branches. 

ILLUSTRATION- 

A..  B.,  and  C.  are  partnera  in  a  firm  having  Beparate  businesses  in  London,  Edinburgh, 
and  Dublin.  A.  manages  in  London,  and  received  two-thirds  of  the  profits  there,  the  balance 
being  shared  equally  between  B.  and  C.  B.  manages  in  Edinburgh,  and  receives  hall  of  the 
profits  there,  the  balance  being  shared  equally  between  A.  and  C.  C.  manages  in  Dublin,  and 
receives  one-third  of  the  profits  there,  the  balance  being  Bhared  equally  between  A.  sad  B. 
The  Capital  Account  of  each  partner  is  kept  in  the  books  of  bis  Bouse.  Each  Bouse  from  time 
to  time  buys  from  and  Bells  to  the  other  Bouses  a1  agreed  rates  sufficient  to  give  the  selling 
Bouse  a  reasonable  profit  on  the  handling  of  the  goods,  and  Buch  transactions  have  been 
adjusted  through  the  Current   Accounts. 

P 
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From  the  following  Trial  Balances  of  the  respective  Houses,  prepare  Columnar  Trading 
and  Profit  and  Loss  Account  for  the  year  ending  31st  December.  1907,  and  Columnar  Balance 
Sheet  as  at  that  date.  It  is  agreed  that  the  Special  Legal  Expenses  incurred  in  London  shall 
be  borne  by  the  three  Houses  equally.  Show  the  Current  Accounts  and  Partners'  Capital 
Accounts  in  the  books  of  each  House.  Interest  on  Capital  to  be  charged  at  5  per  cent,  per 
annum,  but  no  interest  on  drawings.  Provide  depreciation  on  plant  and  machinery  at  10  per 
cent,  per  annum.     Closing  Stocks  :   London,  £14,000  ;  Edinburgh,  £11,500  ;   Dublin,  £7,500. 
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BOOK-KEEPING    AND    ACCOUNTS. 
LONDON    BOOKS. 

A.    CAPITAL    ACCOUNT. 


Cr. 


To  Drawings 
„  Balance 


£  s.  (I. 
2,000  0  0 
28,850     0     0 


l-::o,s.-,(>     o     0 


By  Balance 

,,    Interest 

„    Profit  and  Loss  Account 
London  Profit    . . 
Edinburgh  Profit 
Dublin  Profit      .. 


By  Balance 


£  s.  d. 

20.000  (I  0 

1. I  0  0 

6,800  0  0 

1,650  0  0 

1,400  0  0 

£30.S50  0  0 


£2S,K50     0     0 


Dr. 


EDINBURGH    CURRENT    ACCOUNT. 


Cr. 


To  Balance 
,,  A.,  Edinburgh  Profit 
,,   Law  Charges 

£      s.    d. 

3,000     0     0 

1,650     0     0 

200     0     0 

By  Profit  and  Loss  Account : — 

London  Profit  B 

„    Balance 

£      s.    d. 

1,700     0     0 
3,150     0     0 

£4,850     0     0 

£4,850     0     0 

To  Balance 

£3,150     0     0 

Dr. 


DUBLIN    CURRENT    ACCOUNT. 


Cr. 


To  Balance 

„   A.,  Dublin  Profit       

,,   Law  Charges 

£ 

2,000 

1,400 

200 

s.    d. 
0     0 
0     0 
0     0 

By  Profit  and  Loss  Account : — 

London  Profit    C 

„    Balance 

£      s.    d. 

1,700     0     0 
1,900     0     0 

£3,600 

0     0 

£3,600     0     0 

To  Balance 

£1,900 

0     0 

Dr. 


EDINBURGH     BOOKS. 

B.    CAPITAL    ACCOUNT. 


Cr. 


To  Drawings 
„  Balance 


£  s.  d. 
1,000  0  0 
13,800     0     0 


By  Balance 

„    Interest 

,,    Profit  and  Loss  Account 
Edinburgh  Profit 
London  Profit    . . 
Dublin  Profit     .. 

By   Balance 


£ 

8,000 

400 

S. 
0 
0 

d. 

0 
0 

3,300 
1,700 
1,400 

0 
0 
0 

0 
0 
0 

£14,800 

0 

0 
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Or. 


To  r...  London  Profit 

„   Balance           

£      s.    d. 
1,700     0     0 
8,160     0     0 

uaee 

,,    Law   i 

..    Profll  and  Loh  Account  : — 

Bdlnbnrgb  Profit,  A 

nice       

i.  d. 
,     o     0 

200     0     II 

1,650     0     0 

•  i  350     0     0 

,,     o 

To  B.,  Dublin 
,,   Balance 

Profit       

£       8.    <L 
1,400     0     0 
1,260     0     0 

By  Balance 

„    Profit  and  Lots  Account 
Edinburgh  Profit,  C.    .. 

By  Balance 

C 

1,000     'i     n 

1,050     ii     0 

£2,650     0     0 

£l,-2:.ii     0     0 

Ih 


To  Drawings 
,,   Balance 


Dr. 


To  < '.,  London  Pro 
.,   Balance 


DUBLIN    BOOKS. 

C.    CAPITAL    ACCOUNT. 


1,000     0     0 

'.1.000     0     0 


illii.iiOO     0     0 


By  Balance 

..    Interest 

„    Profit  and  Loss  Account 
Dublin  Profit 
London  Profit 
Bdinburgn  Profit 


By   Balance 


LONDON    CUBBENT    ACCOUNT. 


1,7 

1,900     it     ii 


£3,600     0     0 


By  Balance 

•  barges 
,.    Profit  and  Loss  Account 
Dublin  Profit,  \ 


Or 


1,400     ii     0 

1,7 

1*50     0     0 


Bj    BaJanoe 


2,000 

•J.  Ml 

0     ii 

1,400 

0     ,i 

0     0 

Dr. 


EDINBUBGH    CUBBEN  I      MX30UN  l 


< 


To  Balance 

.,  0  .  Edinburgh  Profit 

£       - 
1,000     0     ii 
1,060     0     0 

By  Profit  an 

Dublin  Profit,  n 

. 

To  Balance           

1     0     0 
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§  0— Foreign  Branches. 

In  these  cases  when  the  Branches  are  of  a  trading  <>r  manufacturing 
nature  it  be  will  found,  necessary  to  keep  the  whole  of  the  detail  accounts 
at  the  Branch,  and  consequently  the  same  system  can  Ik-  applied  as 
that  described  in  §  5. 

Where  the  Branch  is  situated  in  a  British  Colony  adopting  the 
British  coinage  system,  no  difficulty  will  arise  in  connect  inn  with  the 

question  of  exchange  since  all  accounts  will  be  in  sterling.  When,  how- 
ever, the  currency  of  the  Branch  accounts  is  not  sterling,  the  problem 
of  exchange  at   once  presents  itself  and  requires  to  he  dealt    with. 


(a>    Branches  working  on  a  Fixed   Rate  of  Exchange. 

Where  the  rate  of  exchange  is  so  stable  that  fluctuations  can  be 
disregarded,  it  is  nsnal  to  work  on  a  fixed  rate,  and  tin's  is  frequently 
done  in  connection  with  the  United  States  of  America  and  France,  to 
mention  twro  examples.  As  a  result  the  only  dilTeren.ce  on  exchange 
will  arise  in  connection  with  the  remittances  of  cash  to  or  from  i  lie  Branch. 
In  the  Eead  Office  books  the  Branch  Current  Accounts  should  he  ruled 
w  ith  two  columns,  currency  and  sterling,  the  former  being  a  memorandum 
column  only.  The  remittances  should  he  entered  in  these  column! 
and  when  made.  At  the  end  of  the  period  when  the  Branch  remit.-  it- 
accounts,  including  a  copy  of  its  Eead  Office  Account,  every  item  will 
he  converted  at  the  fixed  rate  o\'  exchange,  with  the  exception  oi  the 
remittances.  The  difference  between  the  amount  of  these  remittal 
converted  at  the  actual  and  tixed  rate  respectively,  will  represent  profit 
or  loss  on  exchange,  and  will  he  debited  or  credited  i<>  the  Branch  Office 
Account  in  the  Head  Office  books,  and  credited  <>r  debited  t"  Difference 
on  Exchange  Account.  The  conversion  of  the  Head  Office  balance  in 
the  Branch  books  at  the  fixed  rate  will  then  equal  the  sterling  balance 
of  the  Branch  Account  in  the  Head  Office  hooks,  and  the  accounts  can 
he  amalgamated  in  the  usual  manner. 
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ILLUSTRATION- 

The  following  are  the  final  balances  of  a  Branch  in  Paris  at  31st  December,  1907. 
Convert  at  the  fixed  rate  of  exchage  of  Fes.  25.25  to  the  £.  The  cash  remitted  from  Paris 
appeared  in  the  London  books  as  £98  6s.  Gd.  Make  the  necessary  adjustments  in  the  London 
books  by  Journal  entry,  and  show  the  Branch  Current  Account  in  the  London  books  and  the 
London  Current  Account  in  the  Branch  books. 


FINAL    BALANCES    31st    December,    1907. 


Fes. 

Fes. 

Cash  at  Bank 

6,045.72 

Cash  iu  Hand 

570.53 

Stock  31st  December,  1907 

28,045.88 

Plant          

25,676.61 

Office  Furniture 

2,449.99 

Reserve  for  Bad  Debts             

4,221.33 

Land  and   Premises 

60,000.00 

Debtors 

43,677.21 

Profit  and  Loss  Account — Profit  for  year    . 

5,159.52 

56,932.03 

Remittances  to  London 

2,500.00 

Head  Office  Account — Balance  at  1st  Janus 

ry,  1907 

102,653.06 

Fes.  168,965.94 

Fes.  168,965.94 

! 

Rule  for  Converting  Currency  into  Sterling  when  the  rate  is  per  £. 

Divide  the  currency  figure  by  the  rate  of  exchange,  and  the  quotient  will  be  £  sterling 
the  decimal  remainder  must  then  be  converted  into  shillings  and  pence. 


FINAL  BALANCES  31st  December,   1907,  converted  at  Fes.  25.25  per  £. 


£ 

S. 

d. 

£ 

s. 

d. 

Cash  at  Bank 

239 

K 

9 

Cash  in  Hand 

22 

1  1 

11 

Stock  31st  December,  1907 

1,110 

II 

8 

Plant          

1,016 

17 

10 

Office  Furniture 

97 

0 

8 

Reserve  for   Bad    Debts. . 

167 

3 

8 

Land  and  Premises 

2,376 

4 

9 

Debtors 

1,729 

15 

10 

Profit  and   Loss  Account — Profit  for  year    .. 

204 

6 

9 

Creditors 

2,254 

14 

8 

Remittances  to  London  (actual  rate) 

98 

6 

6 

Head  Office  Account — Balance  at  1st  January,  1907 

4,065 

9 

4 

Difference  in  Exchange . . 

13 

G 

M* 

£6,691 

14 

5 

£6,691 

14 

5 

^A 

LONDON    JOURNAL. 


1907. 
Dec.    SI 

Dr. 
Dr. 

£      s.    d. 
0  13     6 

204     6     9 

£      s.    d. 

To  Paris  Current  Account 
(being  difference  in  exchange  on  remittances) 

0  13     6 

To   Profit  and  Loss  Account 
(being  Fes.  5,159.52  profit  for  year  @  Fes.  25.25 

per  £) 

204     6     9 
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LONDON    LEDGER. 
PARI8    CURRENT    ACCOUNT. 


1907. 
Jan.     1 
Dec,   31 


To  Baku 

r.v  L.  Account : 
Profit  for  year 


Tn  Balance. 


l0S.053.0fl 


107,812.68 


Sterling. 


I        1907. 
I    Dec.  31 


£4,209   Ifl     l 


64,170   Ifl     l 


'•  ir,. 

..    Difterence  in 

Exchange 
,,    Balance 


Or. 


i 


■ 


Dr. 


PARIS    u:im;i;i:. 
LONDON    CURRENT    ACCOUNT 


1907. 
Dee.  "i 

To  Remittances. . 
„  Balance 

I.-. 

1907. 

Jan.    l 
Dec.  31 

1908. 
Jan.   l 

By  Balance 
..  P  a  i..  Lccount  : 

IT- lit    f..r   Vc-.ir 

By  Balance 

2,i .00 

106,  112     - 

102,653.00 

107,812.68 

Note. — It  is  not  usual  to  provide  memorandum  sterling  columns  in  the  currency  books, 

though  this  can  be  done  if  desired. 


(b)  Branches  Working   on    a    Fluctuating    Rate   of    Exchange. 

Where  the  exchange  is  of  such  a  fluctuating  nature  that  it  irould 
be  incorrect  to  work  on  a  fixed  basis,  the  accounts  of  the  Branch  are 
usually  converted  on  the  following  principle  :  — 

(1)  Fixed  assets  at  the  same  rate  as  before. 

(2)  Floating  assets  and    liabilities  at    the  rate  of  the  day  of  the 

Balance  Sheet. 

(3)  Revenue  Balances  at  the  average  rate  of  the  period. 

(4)  Remittances  at  the  actual  pate. 

Additions  to  iixed  assets  should  be  converted  at  the  average  rate 
ruling  during  the  period,  or  it'  special  remittances  are  made  for  the  purpose, 
at  the  average  rate  of  such  remittances. 

If  depreciation  on  these  fixed  assets  is  provided  for  <>n  a  percentage 
basis,  the  conversion  thereof  cannot  be  worked  on  the  average  rate  for 
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the  period,  although  it  is  a  revenue  item,  but  must  be  arrived  at  by  way 
of  a  percentage  on  the  opening  sterling  figure,  since  the  depreciation 
must  be  converted  on  the  same  basis  as  the  asset  itself.  The  reason 
why  fixed  assets  are  converted  at  the  same  rate  as  before,  although  the 
exchange  may  vary,  is  that  such  assets  remain  in  the  country  itself, 
and  are  not  in  the  ordinary  way  subject  to  conversion  into  cash  in  the 
same  manner  as  floating  assets  are.  At  the  same  time,  if  the  rate  of 
exchange  permanently  rises,  it  is  in  many  cases  thought  prudent  to 
provide  a  special  reserve  for  such  loss  on  exchange  in  the  case  of  fixed 
assets. 

The  average  rate  for  the  conversion  of  Revenue  Balances  will  be 
taken  either  from  the  average  rates  published  in  certain  newspapers 
at  regular  intervals,  or  by  taking  the  rate  at  the  first  day  of  each  month 
during  the  period,  adding  the  rates  up  and  dividing  by  a  number  equal 
to  the  number  of  months.  As  regards  goods  sent  out  or  received  from 
the  Branch,  these  will  either  be  converted  at  the  average  rate  of  the 
period,  or  at  the  rate  ruling  on  the  day  when  the  goods  were  despatched. 

The  Branch  Trial  Balance  will  be  ruled  with  two  additional  sterling 
columns,  a  further  column  being  provided  for  the  appropriate  rate  of 
exchange,  and  each  item  will  be  converted  at  its  proper  rate,  with 
the  exception  of  the  opening  balance  on  the  Head  Office  Account,  which 
will  be  taken  at  the  sterling  figure  as  shown  in  the  last  accounts.  It 
is  convenient  to  show  the  remittances  and  other  items  relating  to  the 
Head  Office  separately  in  the  Branch  Trial  Balance,  and  to  leave  the 
Head  Office  Current  Account  at  its  Opening  figure  until  the  conversions 
have  been  made,  owing  to  the  differing  rates  of  exchange  at  which  the 
various  classes  of  items  must  be  calculated. 

The  sterling  columns  of  the  Trial  Balance  will  be  added  up,  and 
the  difference  thereon  will  represent  the  difference  on  exchange,  which 
will  be  adjusted  through  the  Branch  Office  Account  in  the  Head  Office 
Books  in  the  manner  previously  explained.  If  the  difference  is  a  loss, 
it  should  be  written  off  ;  if  a  profit,  it  is  advisable  to  carry  the  amount 
forward  to  the  next  account,  since  the  fluctuation  of  the  exchange 
may  possibly  result  in  a  loss  during  the  succeeding  period. 
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ILLUSTRATION^ 

The  following  i>  the  London  Trial   Balanot 
at  31st  Deoember,  liinT  : 


oi   the  <  liin.i  Trading  Company,  Limited, 


Sli.m-   Capital  : 

Authorized,  50, Shares  of  E]  each 

[asned,          36,000            ditto              fullv  paid 
Office  Expenses. . 

MM 

300 

0 

'1 

0 
10 

II 

II 
II 

0 

0 

II 

100 
387 

too 

s. 

0 

0 

10 

'I 
ii 

.1. 

'I 

Bundrj   Creditors 

II 

P  ,v  !..  Account    -Balance  at   Isl  January,  1907.. 

China  Branch  Account          

Bemittanoec  1 1  ■ » i  n  China 

Exchange  Accounl     Balance  at   ot  January,  1907 

Cash  ai  Bank '. 

1 

II 
II 

£40,137 

111 

0 

£40,137 

10 

6 

The  China  Branch  prepare   their  own  ProfU  and    Lobs  Account,  bu1    "1<>  no1  deal  with 
Depreciation.     Thej  Bend  over  the  following  Trial  Balance  ai  3  lsl  Decemb 


Caah       

Stock  Slsi   December,  1907  . . 

Plant       

Furniture  and  Fittings 

ad  Premises 
Debtors  .. 
Creditors 

Remittances  to  London 
P.  and  L.  Account : — 

Profit  fur  year 
Head  Office  Account  : — 

Balancelat  1st  January,  1907 


Taels. 

Taels. 

l-J. 

55,000 
30,000 

.".. 

120,000 

80,00  i 
20,000 

60,000 

322,000 

- 

The  original  rate  of  exchange  applying  to  fixed  assets  i-  3b.  6d.  per  taelj    the  a1 
rate  during  the  period  is  3s.  per  tael;  and  the  rate  on  the  day  of  the  Balance  SI 
per  tael. 

Convert  the  Foreign  Trial  Balance,  allowing  the  difference  on  exchange.  Provide  depre- 
ciation on  th<'  riant  and  Furniture  in  China  ai  10  per  cent,  per  annum,  through  the  London 
books,  slum  the  Branch  Accounl  in  the  Eead  Office  books  and  the  Head  Office  Accounl  in  the 
Branch  books,  and  prepare  ProfU  and  Loss  Accounl  and  Balance  Sheel  of  the  Company. 

CHINA    TRIAL    B  \l.\\<  I.    31st    Im.  i  kbek,    L907. 


Dr. 

IT. 

Or. 

IT. 

Exchange. 

Taels. 

Ung. 

ag. 

s.    d. 

1 

£ 

Cash          

_     ■'• 

12,000 

o    0 

stock  sis!   December,  1907 

■2     6 

0     o 

Plant         

:;     t; 

so, 

1     0     0 

Furniture  and  Fittings  . . 

.'..I 

0    ii 

Land  and  Premises 

120,000 

II    ,1 

I  tebtora 

i    a 

10,000     0     ii 

Creditors  . . 

•j    a 

o    0 

Remittance  to  London 

0     0 

P.  a   l.    Lccounl  : 

Profit  for  year    . . 

Head  Office  Account  : 

Balance  at  i«t  January .  1907. . 

Difference  in  Exchange.. 

iii     0 
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Dr. 


HEAD    OFFICE    LEDGER. 
CHINA    BRANCH    ACCOUNT. 


Cr. 


1007. 

Jan       1 
Dec.   31 

To  Balance 

„   P.  &  L   Account  :— 
Profit  for  year  ®  3s. 

To  Balance 

Taels. 

Sterling. 

1907. 
Pec.  31 

By  Remittances 
„   Depreciation^  3s. 6d. 
„    Exchange  Account 
„    Balance 

Taels. 

Sterling. 

227,000 
35,000 

£       s.     d. 
36,087   10     6 

5,250     0     0 

20,000 
3,500 

238,500 

£        s.  d. 

2,750     0     0 

612  10     0 

587  10     6 

37,387  10     0 

262,000 

£41,337  10     6 

262,000 

£41,337  10     6 

1908. 
Jan.      1 

238,500 

£37,387   10     0 

Dr. 


CHINA    LEDGER. 
HEAD    OFFICE    ACCOUNT. 


Cr. 


1907. 
Dec.  31 

To  Remittances 
,,    Plant    Account — Depreciation     @. 

10  % 

,,    Furniture  Account  —  Depreciation 

at  10  %    

,,    Balance 

Taels. 

1907. 
Jan.      1 
Dec.   31 

1908. 
Jan.      1 

By  Balance 
„    P.  &  L.  Account 

By  Balance            

Taels. 

20,000 

3,000 

500 
238,500 

227,000 
35,000 

262,000 

262,000 

238,500 

Dr. 


PROFIT  AND   LOSS  ACCOUNT 
for  the  Year  ending  31st  December,  1907. 


Or. 


To  Head  Office  Expenses  : — 
Salaries 

Office  Expenses. . 
Directors'  Fees  . . 

£      s.   d. 

300     0     0 
250     0     0 
500     0     0 

£      s.    d. 

1,050     0     0 
612  10     0 
187  10     6 

3,399  19     6 

By  Profit  on  Trading 

£        s.    d. 
5,250     0     0 

„  Depreciation 
,,   Loss  on  Exchange 
„   Balance,  being  Profit  carried 
to  Balance  Sheet 

£5,250     0     0 

£5,250     0     0 

Dr. 


BALANCE    SHEET    31st   December,    1907. 


Cr. 


To  Share  Capital : — 
Authorized — 

50,000  Shares  of  £1 
each 

£50,000     0     0 

£      s. 

36,000    0 
7,600     0 
4,287  10 

d. 

0 
0 
0 

By  Land  and  Premises 

„    Plant        

Less  Depreciation  10  % 

„    Furniture  and  Fittings  . . 
Less  Depreciation  10  % 

„    Stock        

,,    Debtors    . . 
..    Casta  at  Bank — 

In  China 

In  London 

£      s. 

5,250     0 
525     0 

d. 

0 
0 

£        s.    d. 
21,000     0     0 

4,725     0     0 

875     0 
87  10 

0 

0 

Issued — 

36,000   Shares  of  £1 
each,  fully  paid 
.,    Sundry  Creditors  : — 
In  China 
In  London 

7,500     0     0 
100     0     0 

787  10     0 
6,875     0     0 
10,000     0     0 

1,500     0 
3,000     0 

0 
0 

„   Profit  and  Loss  A/c  : — 
Balance  at  1st  Jan. 
Add  Profit  for  year 

887   10     6 
3,399  19     6 

4,500     0     0 

£47,887  10 

0 

£47,887  10     0 
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Note  to    llhishiilinv. 

The  China  Branch  will  be  advised  of  the  amonni  of  depreciation  which  i-  to  be  written 
nil'  in  order  that  they  may  make  a  corresponding  entry  in  their  books,  thus  adjusting  their 
Accoiin!  wiili  the  Head  Office  to  the  Bame  figure  as  the  Branch  a.oooun1  in  the  Head  Office 
books. 

Similar  instructions  will  have  to  be  given  in  all  oases  nrhere  entries  affecting  the  Branch 
arc  made  in  the  Head  <  (fflce  books. 

It  should  be  observed  thai  the  final  Bterling  balance  of  the  China  Branch  Looounl  in 
the  Head  Office  books  does  ool  represent  the  conversion  of  the  currency  balance  at  any  of 
the  rates  given,  since  ii  ia  composed  of  various  assets  and  liabilities  converted  at  different  rates. 
The  sterling  balance  of  the  Branch  Locount  must  always  agree  with  the  sterling  figures  "t  the 
nei  assets  at  the  Branch  concerned. 


§  7 —Foreign  Mine  Accounts. 

In  the  case  of  a  Mine  where  the  transactions  at  the  .Mine  arc  small 
and  mainly  of  a  cash  nature,  and  it  is  not  found  necessary  to  employ 
a  competent  book-keeper  at  the  Mine,  monthly  cash  accounts  will  be 
submitted  by  the  manager,  duly  certified  by  him  and  accompanied  by 
vouchers.  AMine  Cash  Book  and  Ledger  will  be  kept  at  the  Head  Office 
ruled  for  currency,  in  addition  to  the  Head  Office  Sterling  Books,  and 
the  Cash  Account  entered  in  such  cash  book  monthly,  postings  being 
made  therefrom  to  the  ledger,  which  will  contain  a  Current  Recount 
with  the  Head  Office  on  precisely  similar  lines  to  that  described  in  §  <>. 
Sometimes  these  mine  books  are  not  kept  at  the  Head  Office,  but  the 
expenditure  is  analysed  from  the  manager's  monthly  return,  and  converted 
at  the  proper  rate  of  exchange,  an  entry  being  made  in  the  Head  Office 
Sterling  Journal,  crediting  the  Mine  Account,  and  debiting  the  Expenditure 
at  .Mine  with  the  various  items.  This  method,  however,  is  not  recom- 
mended, inasmuch  as  it  does  not  constitute  a  deaf  and  consecutive 
record  of  the  transactions  at  the  Mine,  and  necessitates  frequent  reference 
to  the  Mine  Returns,  which  are  in  many  cases  indifferently  rendered. 

In  all  but  the  simplest  cases  this  system  will  be  tomid  inadequate, 
and  it  will  be  necessary  for  a  competent  book-keeper  to  be  employed 
at  the  Mine,  where  proper  books  should  be  kept,  comprising  a  Cash  Book, 
Ledger  and  Journal,  Wages  Books  and  other  statistical  records.  Even 
where  a   proper  system  of  books  is  kept   at   the  Mine  (and  particularly 
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where  no  local  audit  is  performed),  it  is  advisable  that  a  duplicate  set 
of  Mine  Books  should  be  kept  at  the  Head  Office  in  currency,  and  written 
up  regularly  from  the  Mine  Returns.  These  returns  should  be  made 
monthly,  and  duly  certified  by  the  Mine  manager  and  book-keeper.  It 
is  convenient  that  the  paper  on  which  they  are  entered  should  be  a 
facsimile  ruling  of  the  books  at  the  Mine,  and  folioed  to  correspond  with 
the  actual  folios  in  those  books  on  which  the  entries  occur.  The  returns 
will  be  as  follows  : — 

(1)  Copy  of  cash  book  supported  by  vouchers,  duly  numbered  and 

filed  in  order. 

(2)  Copy  of  journal,  in  which  will  be  recorded  all  transactions  other 

than  those  of  a  cash  nature,  particularly  the  proper  allocation 
of  expenditure  during  the  month  as  between  capital  and  revenue 
accounts.  Full  narrative  should  be  inserted  explanatory  of 
each  item. 

(3)  A   copy  of   the   Mine   Ledger  on  separate  sheets   numbered   to 

correspond  with  the  actual  ledger  folios,  each  account  starting 
with  the  balance  as  per  last  month's  return,  and  containing 
the  transactions  during  the  month,  closing  with  the  balance. 

(4)  Monthly  Trial  Balance. 

In  addition  to  these  monthly  returns,  the  following  should  also  be 
sent  over  on  the  occasion  of  each  balancing  period : — 

(1)  Certified  copy   of  the  bank  pass  book,   certificate  of  the  bank 

balance,  and  reconciliation  statement. 

(2)  Certificate  of  cash  in  hand. 

(3)  Certified  schedules  of  stock  of  ore,  stores  of  material  in  hand,  &c. 

(4)  Report  on  the  condition  of  the  Mine  generally,  with  particular 

reference  to  the  Development  Accounts  and  the  proportion 
thereof,  which  should  be  written  off  to  revenue  ;  also  as  to  the 
condition  of  the  plant  and  machinery,  and  rate  of  depreciation 
necessary. 
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A  duplicate  set  of  Mine  books  will  be  kept  at  the  Head  Office  as 
before  described,  and  written  up  from  these  returns.  At  the  <  r m I  of  each 
period  the  revenue  balances  in  the  .Mine  books  will  be  transferred  to 
the  Head  Office  Account,  and  a  corresponding  entry  made  in  the  Eead 
Office  books,  crediting  the  Mine  Account  and  debiting  Expenditure  a1 
Mine.  The  remaining  balances  in  the  .Mine  honks  will  be  converted 
;it  their  proper  rates,  and  the  principle  of  amalgamating  them  with  the 
Eead  Office  figures  will  be  the  same  as  thai  described  in  dealing  with 
Foreign  Branch  Accounts. 

In  many  cases  the  ore  sent  from  the  Mine  will  be  sold  through  agents, 
who  will  account  for  the  same  to  the  Head  Office  by  way  of  Account 
Sales.  In  that  event  no  record  of  ore  sales  will  pass  through  the  .Mine 
books,  but  the  same  will  be  entirely  dealt  with  by  the  Head  Office. 
Where,  however,  the  ore  is  realised  by  the  Mine  itself,  the  record  thereof 
will  appear  in  the  Mine  Accounts. 
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CHAPTER   XI. 

COST    ACCOUNTS. 

1. — The  Principle  of  Cost  Accounts. 

2. — Contract  Cost  Accounts. 

(a)  The  Purchase  Journal. 

(b)  Materials  for  Contracts. 

(c)  Materials  for  Stores. 

(d)  Materials  returned  from  Contracts. 

(e)  Plant  used  on  Contracts. 
(/)  Carriage  of  Materials. 
(g)  Wages. 

(h)  Establishment  Charges. 

(1)  Working  Expenses. 

(2)  Administration  Expenses. 
(i)  The  Contract  Ledger. 

(j)  Taking  Profit  on  Uncompleted  Contracts. 
(k)  The    Reconciliation    of    the    Cost    Accounts    with    the 
Financial  Books. 

3. — Output  Cost  Accounts. 

(a)  Cost  Sheets. 

(b)  Production  Accounts. 

4. — Factory  Cost  Accounts. 

(a)  Departmental  Cost  Accounts. 

(b)  Multiple  Cost  Accounts. 

(c)  Process  Cost  Accounts. 

5. — Working  Cost  Accounts. 
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CHAPTER   XL 


COST    ACCOUNTS. 
§  1.— The  Principle  of  Cost  Accounts. 

In  practice  the  question  of  Cosl  Accounts  is  frequently  one  of  con- 
siderable difficulty.  It  is  only  proposed  here  to  deal  with  the  question 
from  a  general  point  of  view;  to  set  forth  the  basic  principles  upon  which 
all  systems  of  costing  are  founded.  However  technical  the  detail  of  the 
business  to  which  it  is  desired  to  apply  a  system  of  Cos1  Accounts,  the 
principle  upon  which  such  system  must  be  formed  is  the  same  in  all  ca 

The  object  of  Cost  Accounts  is  not  only  to  ascertain  the  precise 
cost  of  the  work  performed  and  profit  thereon,  bu1  also  the  way  in  which 
that  cost  is  made  up  and  the  relation  that  each  item  of  cosl  hens  to 
previous  transactions  of  a  similar  nature.  The  method  to  be  adopted 
to  arrive  at  this  result  will  vary  according  to  the  nature  of  the  business 
involved,  but  it  may  be  convenient  here  to  set  out  the  general  classes 
of  Cost  Accounts,  and  to  consider  these  in  detail  afterwards. 

(1)  Contract  or  Terminal  Cost  Accounts,  where  the  object  is  t<>  arrive 
at  the  cost  of  each  Contract  entered  into,  and  the  profit  or 
loss  thereon.  This  is  applicable  to  businesses  such  as  hi  ilders, 
contractors,  engineers,  &c. 
('2)  Output  or  Single  Cost  Accounts,  where  the  object  is  to  arrive 
at  the  cost  of  a  given  output,  and  where  their  is  a  natural  unit 
of  cost,  e.g.  a  ton  of  coal  raised  in  the  case  of  collieries,  or  a  barrel 
of  beer  brewed  in  the  case  of  breweries. 
(,'i)  Factori/  Cost  Accounts.  These  may  be  of  three  kinds  (1 )  Depart- 
mental Cost  Accounts,  where  the  factory  is  divided  into  various 
departments,  and  it  is  desired  to  find  the  cosl  of  working  each 
department;  (2)  .Multiple  Cost  Account-,  where  the  object  i> 
to  ascertain  the  cost  where  a  number  of  products  are  manu- 
factured, bearing  little  or  no  relation  to  one  another.  ■   (3)  IV.. 

Cost   Accounts,   where  the    object     i-    bo    OGfll    cadi    stage    in    the 

manufacture  of  a  single  article. 

(4)    Working  Cost  Accounts  relating  to  such  undertakings  as  raili 

Lras,  water,  electric  light,  &c. 

Q 
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§  2.— Contract  Cost  Accounts 

The  following  is  an  outline  of  a  system  of  Cost  Accounts  suitable 
for  the  business  of  a  builder  or  contractor.  There  will  be  a  Contract 
Ledger,  in  which  an  account  will  be  opened  for  each  Contract,  the  Con- 
tracts being  numbered  consecutively.  The  expenditure  to  be  debited 
will  be  in  respect  of  materials,  wages,  and  establishment  charges,  and 
columns  must  be  ruled  in  the  Contract  Ledger  for  each  class  of  expenditure. 
It  is  obvious  that  if  only  the  total  cost  of  the  materials  and  wages  spent 
can  be  obtained,  this  information  in  itself  will  not  be  of  sufficient  value, 
and  in  order  that  the  greatest  amount  of  benefit  can  be  derived  from 
the  Cost  Accounts,  it  is  necessary  that  the  materials  and  wages  columns 
should  be  sub-divided  so  that  the  total  cost  of  each  class  of  material 
used  and  labour  employed  may  be  ascertained.  This  sub-division, 
however,  does  not  affect  the  general  principles  of  the  system,  and  the 
extent  to  which  it  is  adopted  will  depend  on  the  expense  that  the  owners 
of  the  business  are  prepared  to  incur  in  connection  with  it,  since  the 
more  detail  required  the  more  expensive  the  operation  of  the  system. 

The  expenditure  under  the  head  of  materials  will  be  of  two  kinds. 

(1)  Materials  purchased  specially  for  the  Contracts  and  sent  direct 

thereto  ; 

(2)  Materials  purchased  for  store  and  charged  out  to  the  Contracts 

as  and  when  requisitioned. 

(a)  The  Purchase  Journal. 

There  are  various  methods  that  may  be  adopted  in  order  to  record 
the  purchases.  The  Purchase  Journal  may  be  ruled  with  quantity  and 
money  columns,  and  the  detail  of  the  invoices  entered  therein ;  but  in 
a  business  of  any  size  this  is  found  too  laborious,  and  the  slip  system 
is  resorted  to,  i.e.  the  invoices  themselves  are  the  basis  from  which  the 
analysis  is  made.  In  any  event  the  Purchase  Journal  will  be  ruled  with 
two  columns  headed  "  Materials  for  Contraots "  and  "  Materials  for 
Store  "  respectively.  The  invoices  will  be  entered  up,  and  the  proper 
amounts  extended  into  their  respective  columns,  the  detail  being  posted 
to  the  credit  of  the  creditor,  and  the  totals  being  posted  monthly  to  the 
debit  of  the  Materials  for  Contracts  Account  and  Materials  for  Store 
Account  respectively. 
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The  following  is  a  convenient  ruling  of  a   Purchase  Journal  in  i 
where  it  is  desired  to  record  therein  the  whole  of  the  detaiL 
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(b)  Materials  for  Contracts. 

The  Materials  for  Contracts  column  of  the  Purchase  Day  Book 
will  be  analysed  each  month,  both  in  respect  of  the  particular  contract 
for  which  the  materials  are  purchased,  and  the  different  classes  of  materials 
for  which  columns  are  provided  in  the  Contract  Ledger.  The  details 
of  this  analysis  will  be  posted  to  the  debit  of  the  respective  Contract 
Accounts  in  the  Contract  Ledger. 

(c)  Materials   for   Store. 

If  it  is  desired  to  record  the  Store  transactions  in  detail,  it  will  be 
necessary  to  have  a  Store  Ledger  ruled  with  quantity  and  money  columns, 
in  which  an  account  will  be  opened  for  each  particular  class  of  material. 
The  advantage  of  this  is  considerable,  inasmuch  as  it  enables  the  stores 
on  hand  at  the  end  of  each  period  to  be  agreed  with  the  balance  of  each 
Store  Account.  If  there  are  any  considerable  differences  these  should 
be  traced.  There  will  always  be  a  certain  amount  of  difference  arising 
owing  to  breakage  in  bulk,  shrinkage  in  weight  and  so  forth,  which  will 
require  adjustment. 

The  amount  of  detail  involved  in  keeping  the  Store  Ledger  in  this 
manner  is,  however,  very  considerable,  and  consequently  the  system 
is  not  always  adopted.  In  such  an  event  it  will  be  sufficient  if  accounts 
are  opened  in  the  Store  Ledger  equivalent  to  the  headings  of  the  sub- 
division of  the  Materials  column  in  the  Contract  Ledger. 

In  either  event  as  regards  the  Purchase  Day  Book  the  procedure 
will  be  the  same. 

The  Materials  for  Store  column  will  be  analysed  monthly,  and  debited 
in  detail  to  the  respective  Store  Accounts. 

Materials  issued  from  Store  will  only  be  sent  out  on  the  authority 
of  a  requisition  note  containing  particulars  of  materials  required,  the 
number  of  the  Contract  to  which  they  are  to  be  charged,  and  the  signature 
of  the  responsible  official.  These  requisition  notes  will  be  sent  up  to  the 
costing  department,  and  the  materials  priced  out  at  cost,  and  charged 
up   to   the    Contracts   through   the   Stores   Issued   Analysis   book.     The 
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monthly  totals  of  this  Stores  Analysis  book  will  be  debited,  as  regards 
materials  sent  to  each  Contract,  to  the  Contraci  Account  in  question, 
and  credited,  as  regards  the  Stores  issued,  to  the  respective  Stores  Accounts 

iu\  olved. 

(d  i   Materials    returned   from    Contracts. 

A  record  will  have  to  be  kept  of  all  materials  returned  from  ( !on1  racts, 
and  distinction  made  between  those  returned  direcl  to  Creditors  and 
those  returned  to  Store.  The  method  of  recording  these  returns  will 
be  worked  on  the  same  principles  as  previously  described,  the  Contraci 
Accounts  being  credited,  and  the  Creditors'  Accounts  or  respective  Store 
Accounts,  as  the  case  may  be,  debited. 

(e)  Plant    used   on    Contracts. 

A  separate  column  should  be  provided  in  the  Contract  Ledger  for 
Plant,  and  each  Contract  Account  should  be  debited  with  the  Plant, 
Loose  Tools,  &c,  required.  In  the  event  of  this  Plant  being  specially 
erected^  the  cost  of  such  erection  should  also  be  debited.  At  the  con- 
clusion of  the  Contract  the  Plant  may  be  either  sold  or  returned  into 
Store.  In  the  event  of  sale,  the  sale  price  will  be  credited  to  the  I  Jontract, 
and.  in  the  event  of  the  Plant  being  returned  into  Store  it  should  be 
returned  at  a  proper  valuation,  so  that  the  depreciation  arising  may 
fall  upon  the  Contract  in  question. 

A  riant  Register  should  be  kept,  from  which  the  details  representing 
the  balance  on  Plant  Account  in  the  Store  Ledger  can  he  ascertained. 
It  can  then  be  seen  if  the  balance  on  the  account  represents  a  fair  valuation 

of  Plant  not  out  on  Contracts. 

(f)  Carriage  of   Materials. 

Where  large  sums  are  paid  for  Carriage  of  Materials,  a  special  column 
should  be  provided  in  the  Contract  Ledger  tor  this  item,  and  all  Carriage 
that  can  be  properly  charged  up  to  the  Contraci  should  he  debited 
thereto. 
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(g)  Wages. 

The  Wages  column  in  the  Contract  Ledger  may  be  sub-divided 
as  required  to  record  the  most  important  classes  of  labour.  In  many 
cases  it  may  be  possible  for  separate  wages  sheets  to  be  prepared  each 
week  in  respect  of  each  Contract,  and  where  this  can  be  done  a  consider- 
able amount  of  analysis  will  be  saved.  In  other  cases,  however,  this  will 
not  be  found  practicable,  and  the  whole  of  the  wages  must  therefore 
be  analysed  by  means  of  a  Wages  Analysis  Book.  In  this  way  the  amount 
of  wages  chargeable  to  each  Contract  can  be  ascertained  and  charged 
up  thereto. 

There  will  always  be  a  certain  number  of  men  employed  whose 
wages  cannot  be  charged  to  any  particular  Contract.  These  items  will 
rank  as  Establishment  Charges,  to  be  dealt  with  as  hereafter  described. 
The  total  of  the  Wages  Analysis  Book  each  week  should  agree  precisely 
with  the  amount  of  wages  paid. 

(h)  Establishment   Charges. 

The  problem  as  to  the  best  method  of  dealing  with  indirect  ex- 
penditure in  connection  with  Cost  Accounts  is  one  which  has  received  much 
attention,  and  various  solutions  have  been  put  forward.  It  is  apparent 
that,  in  calculating  the  profit  to  be  derived  from  a  Contract,  allow- 
ance must  be  made  for  all  indirect  expenditure.  Such  expenditure  may 
be  divided  into  two  classes — Works  Expenses  and  Administration 
Expenses. 

(1)   Works  Expenses  would  include  such  items  as  the  following  : — 

Wages  that  cannot  be  accurately  charged  up  to  any  particular 
Contract,  such  as  wages  of  the  general  foremen,  yard  wages, 
storekeeper's  wages,  &c. 

Repairs  to  buildings,  plant  and  machinery  at  Works. 

Fuel  and  light,  water,  &c. 

Rent,  rates  and  taxes  of  Works. 

Carriage  not  chargeable  to  any  particular  Contracts. 

Depreciation. 


cost    ACCOUNTS.  247 

(2)  Administration  Expenses  would  include  such  items  as: — 

Salaries  of  clerks. 

Office  expenses; 
Office  rent,  rates  and  taxes. 

Travelling  expenses,  and  all  other  expenses  necessary  for  carrying 
on  the  business. 

The  two  principal  methods  by  which  these  charges  may  he  allocated 
over  the  various  Contracts  are: — 

(1)  By  ascertaining  the  amounl    to   he  charged  to  each  Contract 

in  the  ratio  thai  the  expenditure  made  on  each  Contract  during 
the  period  bears  to  the  total  expenditure  on  the  Contracts 
during  the  period. 

(2)  By  calculating  the  proportion,  not  on  the  total  expenditure  on 
Contracts,  hut  on  the  total  cost  of  Labour  incurred  by  each 
Contract  during  the  period  under  review. 

It  is  not  proposed  here  to  discuss  the  relative  advantages  of  either 
system,  or  to  refer  to  the  other  methods  of  apportionment  that  there 
are  in  use,  as  the  matter  is  not  of  cardinal  importance,  and  should  he 
decided  in  practice  purely  on  the  merits  of  each  particular  case.  It 
may  he  said,  however,  that  a  combination  of  the  two  principled  ftbove 
described  would  seem  to  meet  the  case  best  from  a  general  point  of  view. 
i.e.  dividing  the  Works  Expenses  in  relation  to  the  wages  >]>cut  on  each 
Contract  during  the  period,  and.  the  Administration  Expenses  in  relation 
to  the  total  expenditure  made  on  each  Contract. 

In  many  eases,  particularly  in  respect  of  jobbing  works,  it  n  customary 
to  charge  an  estimated  percentage  in  respect  ot  Establishment  Charj 
and  this  percentage  is  frequently  based  upon  the  figures  of  the  previous 
period  It  is  clear  that  difficulties  will  arise  in  this  connection  owing 
to  the  fact  that  the  Contracts  are  completed  at  irregular  intervals.  This, 
however,  is  a  matter  of  detail,  the  treatment  of  which  will  depend  on  the 

precise  circumstances  of  the  husincss  concerned. 

Where  it  is  aot  desired  to  divide  the  Establishment  Charges  into 
two  sections  in  the  manner  above  described,   it    is  usual  t.»  adopt  the 
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principle  of   dividing   the   whole   amount   thereof   in  proportion   to   the 
wages  paid. 

Sometimes  the  Establishment  Charges  are  not  divided  over  the 
Contracts  at  all,  and  in  these  cases  the  Cost  Accounts  will  only  show 
the  gross  profit  on  each  Contract. 

(i)  The  Contract  Ledger. 

In  the  course  of  the  above  remarks  the  various  items  that  go  to  the 
debit  of  the  Contract  Ledger  have  been  dealt  with,  and  the  manner  in 
which  they  are  ascertained.  The  question  of  the  Materials  and  Plant 
returned  from  Contracts  has  also  been  touched  upon.  In  order  to  avoid 
having  a  large  number  of  credit  columns  in  the  Contract  Ledger,  it  is 
frequently  arranged  for  these  returns  to  be  entered  on  the  debit  side 
in  red  ink  and  deducted  in  casting.  The  total  of  each  column  will  then 
give  the  net  figure  of  expenditure  under  its  particular  heading.  Another 
method  is  to  make  these  deductions  in  the  Stores  Issued  Analysis  Book 
before  the  debits  are  posted. 

It  is  often  undesirable  that  the  profit  or  loss  realised  on  Contracts 
should  be  known  to  the  clerks  generally,  and  consequently  it  may  be 
convenient  to  utilise  a  Contract  Summary  Ledger  into  which  the  totals 
in  respect  of  each  Contract  will  be  taken  at  regular  periods.  These 
totals  will  only  represent  the  expenditure  on  the  Contract,  the  ordinal y 
Contract  Ledger  not  containing  credit  items.  The  amounts  to  be  placed 
to  the  credit  of  each  Contract  in  the  Contract  Summary  Ledger  will 
ultimately  be  equivalent  to  the  Contract  price,  together  with  any  extras 
chargeable.  It  is  inadvisable  to  credit  the  total  Contract  price  in  the 
first  instance,  as  this  will  involve  a  corresponding  debit  to  the  Contractee's 
Personal  Account,  and  will  not  correctly  represent  the  position  of  affairs, 
as  the  Contractee  is  not  a  debtor  for  the  full  amount  of  the  Contract 
until  completion. 

The  usual  custom  in  Contracts  of  any  size  is  for  the  Contractee's 
Surveyor  or  Architect  to  examine  the  work  done  from  time  to  time,  and 
issue  his  certificate  as  to  the  value  thereof,  the  Contractee  being  then 
liable  to  pay  an  instalment  of  the  Contract  price  equal  to  the  amount 
certified,  or  less  a  reduction  of,  say,  10  per  cent,  or  20  per  cent,  retained 
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pending  the  completion  of  the  Contract.  Where  tin's  principle  ifl  adopted 
it  may  be  convenient  to  credit  the  Contracl  Accounl  with  the  amount 
ccitified  for,  and  debit  the  Contractee's  Personal  Account,  the  latter 
being  credited  with  the  cash  paid,  whether  tin's  be  the  lull  amount  or 
less  the  deduction  above-mentioned.     Jn  the  same  way  the  extras  will 

be  credited  to  the  Contract  Account,  and  debited  to  the  Contractee  when 
the  invoice  in  respect  thereof  is  sent  out. 

Jf  this  method  is  not  adopted  no  credit  should  he  passed  to  the 
Contract  Account  until  the  completion  of  the  Contract,  any  -ums  received 
on  account  from  the  Contractee  being  in  the  meantime  credited  to  his 
Personal  Account. 

On  the  preparation  of  a  Balance  Sheet  the  expenditure  on  all  Con- 
tracts not  yet  completed  will  he  brought  in  as  an  asset  under  the  heading 
"  Work  in  Progress,"  and  all  sums  received  in  respect  of  such  Contracts 
from  the  Contractees  will  be  deducted  from  the  asset  figure  and  the  net 
amount  extended.  If  the  Contract  Accounts  have  been  credited  with 
the  work  certified  for,  and  the  Contractee's  Accounts  debited,  these  items 
should  be  eliminated  from  the  Balance  Sheet.  In  no  case  should  the 
amounts  received  from  the  Contractees  show  as  a  liability  in  the  Balance 
Sheet;  neither  should  the  Contractees  show  as  debtors  for  the  total  Con- 
tract  price  less  what  they  may  have  paid  on  account. 

The  following  is  a  convenient  form  of  Contract  Ledger  which  can 
he  modified  as  required  : — 

ILLUSTRAT'ON- 


Ih. 


Date    Particulars. 


CONTKACT  LEDGER. 
CONTRACT  No. 


Or. 


Establish- 

!    ISO) 


Total 


Nott  t"  lUnst ration 

lli.'  Materials  and  Wages  Columns  will  !>«•  *ul>  <li\iil<cl  as  required  It  the  Materials 
and  Plant  returned  axe  col  dealt  with  i>\  wa\  "t  deduction  as  previous!}  described,  additional 
columns  mus1  be  provided  on  the  credit  >i«l<*  therefor. 
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(j)  Taking    Profit  on    Uncompleted    Contracts, 

The  question  as  to  whether  or  not  profit  should  be  taken  in  respect 
of  Contracts  uncompleted  at  the  date  of  the  Balance  Sheet  is  an  important 
one.  There  can  be  no  doubt  that  theoretically  it  is  preferable  not  to 
take  any  profit  until  the  whole  Contract  is  completed,  as  in  many  cases, 
although  the  Contract  may  be  near  completion,  some  contingency  might 
arise  which  would  destroy  the  whole  profit  that  was  anticipated.  In 
consequence  of  this  possibility  it  is  the  practice  of  some  businesses  not 
to  take  any  profit  on  Contracts  until  completion. 

This  practice,  however,  suffers  from  a  serious  disadvantage.  It 
will  frequently  be  found  that  large  sums  of  cash  are  in  hand  representing 
realised  profits  to  date  on  Contracts  in  course  of  completion,  and  yet 
owing  to  the  fact  that  comparatively  few  Contracts  have  been  completed 
within  the  financial  year,  the  balance  to  the  credit  of  the  Profit  and 
Loss  Account  is  either  very  small  or  there  may  even  be  a  debit  balance. 
In  such  a  case  in  the  event  of  the  business  being  owned  by  a  Limited 
Company,  the  question  of  dividends  at  once  arises,  and  while  it  might 
not  be  possible  to  declare  a  dividend  without  taking  profit  on  uncompleted 
Contracts,  there  might  nevertheless  be  large  sums  of  money  in  hand 
which  could  not  be  utilised  in  the  business.  This  difficulty,  however, 
can  be  overcome  by  the  creation  of  an  Equalisation  of  Dividends  Reserve 
Account,  which  can  be  drawn  upon  to  maintain  the  dividends  in  years 
when  few  Contracts  fall  in  for  completion,  and  can  be  built  up  corre- 
spondingly in  other  years  when  a  large  number  of  Contracts  happen  to 
fall  in. 

In  whatever  way  this  difficulty  may  be  overcome,  the  fact  remains 
that  in  order  to  work  on  the  system  of  not  taking  profit  until  completion 
of  the  Contract,  it  will  be  necessary  to  maintain  a  larger  working  capital 
in  the  business  than  would  otherwise  be  the  case.  In  many  instances, 
particularly  in  the  case  of  private  firms,  the  completion  of  the  Contract 
is  not  awaited  before  profit  is  taken,  and  the  question  then  arises— What 
is  the  best  method  of  determining  profit  on  uncompleted  Contracts, 
and  how  much  of  such  profits  may  properly  be  taken  to  the  credit  of 
Profit  and  Loss  Account  ? 
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In  considering  the  question  as  to  whether  profit  can  be  taken,  no 
hard-and-fast  rule  can  be  laid  down  as  applicable  to  each  and  every 
Contract.  Each  Contract  must  be  considered  on  it-  own  merits,  and 
all  the  circumstances  surrounding  it  which  might  tend  to  influence  the 
final  result  must  be  carefully  considered;  for  instance,  the  possibility 
of  a  rise  in  raw  material  before  the  completion  of  the  Contract,  which 
is  not  covered  by  a  protecting  clause  in  the  Contract  itself.  Assuming, 
however,  thai  there  is  every  reasonable  ground  to  presume  that  things 
will  take  their  normal  course,  there  are  two  methods  by  means  of  which 
the  estimated  proportion  of  profit  can  be  arrived  at. 

(1)  Where   the   Contract    is    nearly  completed,    an   estimate   should 

be  made  of  the  further  expenditure  which  it  will  be  aecee 
to  incur,  allowing  in  such  estimate  a  reasonable  proportion  <>t 
profit.  If  this  estimate  be  added  to  the  total  expenditure  already 
incurred,  the  difference  between  the  figure  so  arrived  at  and  the 
amount  that  will  be  credited  to  the  Contract  on  completion 
will  represent  profit  to  date. 

(2)  Where   the  Contract   is  not  sufficiently  advanced   to  adopt    tin- 

above  method,  it  will  be  necessary  to  prepare  a  memorandum 
Profit  and  Loss  Account  of  the  Contract  in  the  following 
manner  :  On  the  debit  side  will  be  placed  the  total  expel  lit  un- 
to date  in  respect  of  materials,  wages  and  proportion  of  establish- 
ment charges,  together  with  the  value  of  any  plant,  &c,  charged 
out  to  the  Contract.  On  the  credit  side  should  be  placed  the 
total  amount  of  the  work  certified  for.  the  amount  of  work 
done  but  not  yet  certified  for  at  cost,  the  value  of  stores  and 
materials  on   hand   at    cost,   and    the   present    Value   of  the   plant 

employed  on  tin-   Contract.     The  difference   between   the   two 
sides  will  then  represent,  if  a  credit,  the  profit  to  date  on  the 
Contract. 
\o  profit  should  be-  taken  on  any  ( Jontract  w  hich  is  not  in  a  reasonable 
stage  of  advancement,  and,  as  a  general  rule,  it    may  he  said   that    if  the 
expenditure  to  date  has  not  amounted  to  one-third  of  the  total  estimated 
expenditure,   no  profit   should   be  taken.      As  regards  the  remaining  Con- 
tracts, where  the  profit  to  date  has  been  arrived  at  by  one  of  the  above 
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methods,  it  is  highly  undesirable  that  the  whole  of  such  profit  should  be 
taken  to  the  credit  of  the  current  Profit  and  Loss  Account,  since  not- 
withstanding it  may  have  been  very  clearly  earned,  at  the  same  time 
contingencies  may  subsequently  arise  which  may  destroy  the  whole 
or  a  portion  thereof.  It  is  therefore  advisable  that  only  a  proportion 
of  such  profit,  say  two-thirds,  should  be  taken  to  the  credit  of  Profit 
and  Loss  Account,  the  remaining  one-third  being  available  against 
contingencies. 

A  fact  which  has  to  be  taken  into  account  in  dealing  with  this 
question  of  profit  is  the  proportion  of  cash  received  from  the  Contractee 
in  relation  to  the  work  performed.  Where  no  cash  has  been  received, 
it  is  better  that  no  profit  should  be  taken,  and  where  the  cash  received 
is  out  of  proportion  to  the  amount  of  work  done,  it  may  be  advisable 
to  only  take  profit  in  relation  to  the  cash  received  rather  than  to  the 
amount  of  work  completed, 

In  the  event  of  profit  being  taken,  the  amount  thereof  relative  to 
each  Contract  will  be  debited  to  the  Contract  Account,  and  credited 
to  Profit  and  Loss,  and  as  a  result  the  amount  standing  in  the  Balance 
Sheet  under  the  heading  "  Work  in  Progress  "  will  include  such  profit 
so  taken,  and  the  wording  of  the  Balance  Sheet  should  disclose  this  fact. 
The  amounted  credited  to  the  Profit  and  Loss  Account  in  respect  of 
profit   on   Contracts   uncompleted  should   be   clearly   shown  as   such. 

ILLUSTRATION— 

The  Contract  Ledger  of  a  Company  showed  the  following  expenditure  on  account  of 
Contract  No.  1  at  31st  December,  1907  : — 

£  b.  d. 

Materials 60,000  0     0 

Plant 10,000  0     0 

Wages 82,200  0     0 

Establishment  Charges             4,300  0     0 

£156,500     0     0 


The  Contract  was  commenced  in  January,  1907,  and  the  Contract  price  was  £300,000. 
Cash  received  on  account  to  date  was  £120,000,  representing  80  per  cent,  of  the  work  certified 
for,  the  remaining  20  per  cent,  being  retained  until  completion.  The  value  of  materials  on  hand 
ami  work  finished  but  not  certified  for  was  £5,000. 

Prepare  an  account  in  respect  of  the  Contract,  shoAving  the  profit  to  date,  assuming 
Depreciation  on  Plant  at  10  per  cent,  per  annum,  and  state  the  proportion  of  profit  the  Company 
would  be  justified  in  taking  to  the  credit  of  Profit  and  Loss  Account. 
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It  Lb  not  advisable  to  take  more  than  two-thirds  of  the  profil  shown  in  relation  to  the 
wnrk  certified  for,  leaving  the  balance  to  It  carried  forward  againsl  contingencies.  The  pro- 
portion  in  this  case  wonld  amount  t.p  £5,000,  but  as  only  80  per  cent,  of  the  work  certified  fur 
has  been  received  in  cash,  it  is  preferable  to  make  the  calculation  on  the  basis  of  theoasb  re 
consequently,  20  per  cent,  of  the  £5,000  will  be  further  reserved,  leaving  £4,000  to  betaken 
to  the  credit  of  Profil  and  Loss. 

In  (lie  Balance  Sheet  the  item  will  then  Bhovi   as  follows: 

£         B.    il.  £         8.    -I. 

Work  in  Progress,  including  proportion  <>t  estimated 

profit 160,500     ii     0 

Less  Cash  received  on  account     ..  ..  ..    120,000     0     <» 


(k)  The    Reconciliation    of   the    Cost    Accounts    with    the    Financial    Books. 

In  the  course  of  the  above  remarks  it  lias  been  assumed  that  tin- 
Cost  Accounts  have  been  kept  tliroughout  on  double  entry  lines.  It 
is  highly  desirable  that  this  should  be  the  case,  as  a  memorandum  system 
is  not  susceptible  to  proof,  and  leads  to  laxity  and  carelessness  on  the 
part  of  the  clerks  in  charge  of  it.  As,  however,  the  Cost  Accounts  are 
usually  worked  by  a  separate  department,  it  is  not  convenient  for  them 
to  form  part  of  the  general  double  entry  of  the  financial  books  as  tax 
as  the  detail  is  concerned,  and  consequently  there  should  be  an  Adjust  ment 
Account  between  the  cost  books  and  the  financial  hooks.  This  will 
enable  each  set  of  hooks  to  act  independently  as  a  check  upon  the  other. 

In  the  financial   hooks  an  Adjustment   Account  should  be  opened, 
through  which  will   be  passed  in  total  all  the  transactions  winch    are 
debited  or  credited  in  detail  in  the  Stoics  Ledger  or  the  Contract  !.«■.■_ 
transfers  being  made  from  the  various  nominal  accounts  concerned 
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On  the  debit  side  of  this  account  will  be  found  the  following  :— 

(1)  The    total    of   the    purchases,  both   those   for    Store    and   those 

delivered  direct  to  Contracts. 

(2)  The  total  of  the  wages  debited  to  the  Contracts. 

(3)  The  total  of  the  Establishment  Charges  debited  to  Contracts. 

(4)  Profit  taken  debited  to  Contracts. 

While  on  the  credit  side  will  be  found  in  total  all  items  credited 
to  the  Contract  Ledger  and  Store  Ledger. 

The  debit  and  credit  entries  as  between  the  Store  Ledger  and  the 
Contract  Ledger  for  materials  used  will  not  need  to  be  recorded  in  this 
Adjustment  Account.  The  debit  balance  on  the  Adjustment  Account 
will  then  represent  the  net  total  of  the  balances  on  the  Store  Ledger 
and  the  Contract  Ledger  taken  together. 

If  it  is  desired  to  keep  separate  Adjustment  Accounts  for  the  Stores 
Ledger  and  the  Contract  Ledger,  this  of  course  can  be  easily  arranged. 

ILLUSTRATION— 

John  Boles  and  William  Briggs,  trading  as  Boles  &  Co.,  are  Contractors.  They  have 
a  Contract  Ledger  in  which  separate  accounts  are  kept  for  each  contract  or  piece  of  work,  and 
these  accounts  are  respectively  debited  with  the  cost  of  materials,  labour  and  expenses,  and 
credited,  when  the  work  is  completed,  with  the  proper  contract  price  or  charge,  which  is  also 
passed  through  the  Contracts  Day  Book  to  the  debit  of  the  customer.  A  Contract  Ledger 
Account  is  kept  in  the  Private  Ledger,  which  is  debited  with  the  total  amounts  of  materials 
and  other  items  charged  to  Contracts,  and  credited  with  the  total  charges  ;  thus  the  total 
balances  of  the  Contract  Ledger  should  agree  with  the  balance  of  this  Account.  A  Store  Ledger 
Account  is  kept  on  similar  lines.     Profits  and  losses  are  shared  equally. 

From  the  following  Trial  Balance  on  30th  June,  1908,  write  up  Store  Ledger  Account 
and  Contract  Ledger  Account,  and  prepare  Profit  and  Loss  Account  and  Balance  Sheet. 

TRIAL  BALANCE. 


£ 

800 

3,500 

6,282 

5,820 

6,778 

130 

621 

980 

2,100 

506 

330 

12,063 

6,450 

95 
3,035 

s.   d. 
0     0 
0     0 
0     0 
0     0 
0     0 
0     0 

0     0 
0     0 
0     0 
0     0 
0     0 
0     0 
0     0 

0     0 
0     0 

£ 

25,250 
250 

5,990 

10,000 
8,000 

S. 

0 
0 

0 

0 
0 

d. 

Work  in  Progress  (balance  of  Cost  Accounts 

as  per  Contract  Ledger  30th  June,  1907) 

Sundry  Payments  and  Expenses  (ditto) 

Contracts  and  charges  credited  to  Contract  Accounts 

0 

Salaries  and  Wages  (not  charged  to  Contract  Accounts) 

Travelling,  Commission  and  Advertising  .. 

Capital : — 

John  Boles 

0 

£49,490 

0     0 

£49,490 

(I 

0 

(  OST     \'  «  "i   NTS. 

Materials  taken  from  Store  and  debited  to  Contract    lecounta  amounted  to  £6, 

Stores  on  hand  - ;  <  »t  1 1  June,  1908,  £1,008. 

W'nrk  in  Progress  as  per  Schedule  of  Contract1    Loeounts,  £4,060 
Charge  L0  per  cent,  depreciation  on  Machinery,  Plant,  Tools  and   Fixtures,  and   p 
£600  to  cover  Discounts  and  Bad  Debts. 


Dr. 


CONTRACT  LEDGEB    M  COl  NT 


Work  in  Progn 

-•  it  .inh 

L907 

ii 

0 

1 

Purchasi 

B.778 

" 

'I 

Materials  from 

Store  .  . 

n 

II 

n 

0 

Paj  iinnts  and 

l  10 

ii 

n 

Profit  "ii  Contr 

7,»82 

ii 

0 

0 

I 
Work  in  Progress,  30th  Jam 


..    ., 
i,     o 





Dr. 

STORE  LEDGEB  ACCOUNT 

To  stork    !-t   Jaly,    1007 
..   Purcb&see 
..   Profit  on  Stores  Bold 

i.     -.   .1. 

800     ii     n 

6,282     ii     ii 

178     ii     n 

Bj   Ssiei  ol  Bton  - 

Materials    charged     '•■ 
Accounts. . 

■  ■•■■k  •'•.'ith    1  mi.  .   1908 

i  ontrai  t 

1,008 

-     .1 
o     o 

II    II 

0     o 

£7,258     0     0 

- 

0     0 

Dr. 


PROFIT    \N'1»   LOSS    \'  COUNT 


- 

- 

ll. 

C 

lo  Balaries  and  w  ages   . . 

821 

ii 

II 

Bj  Profit 

HI   Colli' 

per 

..   Rent,     Elates,     Light,     Water    and 

Ledger  \<  count. . 

ii     o 

Insurance 

0 

II 

..    Profit 

on   Stores   sold 

IT.. 

.,    ["ravelling,  Commission  and   Adver- 

tising 

2,100 

0 

II 

..    Drade  and  Bundry  Expenses 

508 

II 

II 

..    Discounts,  Allowances  and  Bad  Debts 

»S0 

0 

II 

..    Depreciation  ol  ftfachmer]  .  &o. 

645 

II 

II 

..   .\it  Profit  carried  down 

8,876 

II 

II 

0 

0 

ii     ii 

£ 

s. 

d. 

£ 

-     .1 

\r:  ..nuts  : 

i    Boles 

1,188 

0 

1) 

By  Kel   l 

.. 

o      ii 

w*.  Briggs 

1,188 

0 

II 

0 

" 

•-     '■ 

0     0 

Dr. 


BALANCE  SHEET  30ra  Ji  \i.    1908. 


Sundry  Creditors 
Capital  Accounts  : 
.1.  Boles  1st  July, 

l'.MIT.. 

Add  Profit  .. 


I>ri^_*-     1st    July, 

1807 

.!</./  Profit 


111. 

1,188 

ii 

'1 

ii 
ii 

5, 

1,188 

0 

ii 

n 
ii 

£ 
5,990 


11,188     "     " 


B]    M  LChini  rj .   PI  u  t.   Tools 
and  rlxtur  - 

preciation  written 

otf  


Work~  in   I'rocrrss 

Btock         

Bundry  Debton 

for    Dis- 
counts and  Bad  I  tebts 


£ 
64". 


Mi 


i  ..sii  iii  Hand 

..      :it     I.  ink 


r,     o     ii 
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§  3. — Output  Cost  Accounts. 

In  businesses  where  there  is  a  natural  and  uniform  unit  of  production, 
it  is  necessary  that  the  cost  per  unit  of  output  should  be  ascertained 
at  frequent  intervals.  In  many  cases  the  information  as  to  the  cost 
is  all  that  is  necessary,  and  it  is  not  essential  to  show  the  profit  on  the 
working,  since  this  can  be  readily  ascertained  by  a  comparison  between 
the  cost  per  unit  and  the  selling  price  per  unit. 

In  other  cases,  however,  it  is  convenient  to  show  not  only  the  cost 
but  also  the  profit.  Statements  are  usually  prepared  monthly,  and 
where  they  only  relate  to  the  cost  per  unit  are  termed  Cost  Sheets. 
Where  the  statement  shows  both  cost  and  profit  it  becomes  a  Production 
or  Output  Account,  and  is  equivalent  to  a  Trading  Account  for  the  month 
arranged  in  a  special  form. 

(a)  Cost  Sheets. 

A  Cost  Sheet  is  a  statement  showing  the  output  during  a  given 
period,  and  the  cost  of  the  same  divided  up  under  its  various  heads,  with 
a  particular  column  showing  the  percentage  of  each  item  of  cost  per  unit 
of  output.  It  may  also  be  convenient  to  show  the  quantity  of  raw 
materials  consumed,  and  the  percentage  of  raw  materials  consumed 
per  unit  of  output. 

The  advantages  derived  from  the  preparation  of  these  sheets  are 
considerable.  The  exact  cost  can  be  ascertained,  and  by  a  comparison 
of  the  percentage  column  with  that  of  the  previous  Cost  Sheets,  the  fall 
or  rise  in  cost  can  be  located  and  the  reason  of  it  discovered.  If  it  is 
due  to  errors,  these  can  be  rectified  ;  if  to  waste  or  mismanagement, 
proper  steps  can  be  taken  to  prevent  any  recurrence  of  the  same. 
Tenders  can  be  more  accurately  made,  and  the  selling  price  more  closely 
adjusted. 

The  Cost  Sheet  is  a  memorandum  statement,  and  has  no  direct  relation 
to  the  double  entry.  The  quantities  will  be  derived  from  the  various 
stock  books,  accurate  records  being  kept  of  the  quantities  of  materials 
consumed  each  month,  and  of  the  output.  The  money  values  will  be 
taken  from  the  financial  books. 
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As  regards  Establishment  Charges,  H  is  a  matter  of  opinion  whether 
these  should  be  included  or  not  ;  if  included,  whether  they  should  be 
shown  in  detail  or  in  total.  It  is  clear  that  the  Belling  and  distributing 
expenses  do  not  bear  any  direct  relation  to  the  output  <>t'  a  given  period, 
while  at  the  same  time  these  expenses  must  be  borne  in  mind  in  fixing 
the  selling  price.  It  is  therefore  suggested  that  these  expenses  should 
be  provided  for  by  way  of  a  general  percentage,  the  rate  of  which  must  be 
carefully  adjusted  from  time  to  time  in  accordance  with  the  actual  tacts 
as  disclosed  by  the  accounts.  On  the  other  hand,  manufacturing  and 
works  expenses  bear  a  direct  relation  to  the  output  of  each  period,  and 
should  be  capable  of  precise  calculation. 

The  extent  to  which  detail  is  carried  in  subdividing  the  various 
items  of  cost,  particularly  in  connection  with  the  wages,  depends  entirely 
upon  the  nature  of  the  business  and  the  amount  of  information  which 
it  is  desired  the  Cost  Sheet  shall  disclose. 

The  principle  involved  is  the  same  in  all  cases,  whether  there  be 

a  larger  or  smaller  number  of  items  concerned. 

The  following  is  a  simple  form  of  Cost  Sheet  for  a  Colliery  : — ■ 


ILLUSTRAT'ON- 


COLLIERY. 
(  !ob  i   Sheb  r  tor  M.mth  ..!  February,  1908. 


-  \l  i   \r.u.    CONS    RAISED   10,000. 


saleable  ton 

r.ii-.  'I 


I.— Wages  :— 

Dndergronnd  . . 

Surf;u-r 
II.— WoKKINU   BXPKN8B8  : 

Stores 

Repairs  and  Renewals 
Stable  Account 

Timber,  Ac 

Surface  Rents,  Rates  and  Insurance 

Royalties 

i  tepredatton 

I  II        iDMIinSTH  v  i  I-  •  n,    KZPBMSl  8  i 

Qeneral  Brtablfartiment  Charges 

i  ..i  • 


.     10-96 

s-ao 


1  T.i 
1-10 


216  I  I 

7«  16 

i  .  |6 

:>\  1  I 

n  is 

176  16 


i.i     5     n 

:.    o  »_• 

- 

Note.     In  praotioe  it  \\<>ni<l  be  advisable  to  provid< 
of  comparison  with  previoua  periods. 


additional  column  foi  the  purpose 
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The  following  is  a  simple  form  of  Cost  Sheet  for  an  Iron  and  Steel 
Works : — 


ILLUSTRATION 


IKON     AND     STEEL     WORKS. 
Cost   Sheet  for  Month  of  January,  1908. 


OUTPUT  1,000  TONS. 

Cost  per  ton 
of  Output. 

Amount. 

I. — Materials  Consumed  : — 

£ 

s.      d. 

£      s.   d. 

Puddled  Bars 

1 

12     730 

1,630     8     4 

Scrap  Iron 

1 

13     1-20 

1,655     0     0 

Coal  and  Coke 

6     7'60 

II. — Working  Expenses  : — 

Wages 

13     8-40 

685     0     0 

Stores 

1     6-15 

75  12     6 

Sand,  &c.    .. 

11-50 

47  18     4 

Repairs  and  Renewals     . . 

2     1-10 

104  11     8 

Rent,  Rates  and  Taxes  . . 

1     7*30 

80     8     4 

Gas  and  Water     . . 

5-05 

21     0  10 

Depreciation 

III.— Administration  Expenses  : — 

General  Establishment  Charges 

2     7-10 

129  11     8 

Total  Cost  . . 

£4 

17     0-05 

£4,850     4     2 

Note. — In  practice  it  would  be  advisable  to  provide  additional  columns  for  the  purpose 
of  comparison  with  previous  periods,  and  also  for  quantities  of  materials  consumed. 

(b)   Production  Accounts. 

It  may  be  desirable  in  many  cases  to  prepare  accounts  monthly 
or  at  other  intervals  to  show  not  only  the  actual  cost  of  the  output  but 
the  profit  on  trading. 

ILLUSTRATION- 

The  following  are  the  balances  of  the  Impersonal  Ledger  of  a  Colliery,  relating  to  Revenue 
at  the  end  of  the  year : — 


Wages  paid  for  Coal  Production 

Coals  for  Colliery  Consumption 

Timber  used  in  Coal  Production 

Ropes  ditto 

Sundry  Stores       ditto 

Royalties  paid 

Rates,  Taxes  and  General  Charges  chargeable  ... 

Salaries  paid  and  chargeable  to  Coal  Production  Account 

Coal  Sold  (including  Colliery  consumption)  112,000  tons 

Wages  paid  for  Coke-making 

Stores  used         ditto 

Salaries  paid  and  chargeable  to  Coke  Production  Account 

Coke  sold,  43,500  tons 


to  Coal  Production  Account 


£ 

S. 

,1. 

29,000 

0 

0 

2,500 

0 

0 

3,200 

0 

0 

600 

0 

0 

3,800 

0 

0 

2,100 

0 

0 

3,500 

0 

0 

1 ,800 

0 

0 

44,200 

0 

0 

2,600 

0 

0 

1,850 

0 

n 

400 

0 

0 

27,000 

0 

0 

The  Stock  of  Coal  at  the  beginning  of  the  year  amounted  to  7,000  tons  valued  at  5s. 
per  ton,  and  at  the  end  of  the  year  15,000  tons  valued  at  a  similar  rate. 

The  Stock  of  Coke  at  the  beginning  of  the  year  amounted  to  2,000  tons  valued  at  10s. 
per  ton,  and  at  the  end  of  the  period  500  tons  valued  at  a  similar  rate. 

The  total  production  of  the  Colliery  was  185,000  tons  of  Coal  and  42,000  tons  of  Coke ; 
65,000  tons  of  Coals  were  used  for  Coke-making. 

Prepare  separate  Production  Accounts  for  the  Coal  and  Coke,  showing  the  cost  of  each 
item  of  expense  per  ton  of  Coal  and  Coke  respectively,  taking  the  Coals  used  for  Coke-making 
at  cost  price,  working  to  two  places  of  decimals  only. 
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§  4. — Factory  Cost  Accounts. 

(a)  Departmental    Cost   Accounts. 

In  a  factory  where  there  are  various  departments,  eacli  manufacturing 
articles  of  a  kindred  nature,  and  it  is  desired  to  ascertain  the  result  of 
each  department  rather  than  the  precise  cost  of  each  article  produced,  a 
system  of  accounts  similar  in  all  respects  to  that  described  under  the 
section  dealing  with  Departmental  Accounts  in  Chapter  X.  can  be  utilised, 
and  the  principles  already  laid  down  in  connection  with  Contract  Cost 
Accounts  applied  to  it.  All  the  materials  and  wages  relative  to  each 
department  will  be  allocated  thereto,  and  the  Establishment  Charges 
will  be  apportioned  on  some  proper  basis,  either  in  relation  to  the  turn- 
over or  the  labour,  or  in  some  instances  the  floor  space  occupied. 

(b)  Multiple    Cost    Accounts. 

Where  a  large  number  of  different  articles  are  manufactured,  and 
it  is  desired  to  ascertain  the  precise  cost  of  each  article,  the  system  of 
Cost  Accounts  that  will  be  required  must  necessarily  be  technical  and 
elaborate,  and  it  is  beyond  the  scope  of  the  present  work  to  discuss  such 
a  system  in  detail.  There  are  various  methods  in  vogue,  but  the  one 
known  as  the  "  Unit  System  "  may  be  mentioned.  This  involves  the 
creation  of  a  standard  unit  of  output,  into  the  terms  of  which  all  articles 
manufactured  are  converted,  thus  affording  a  fixed  basis  of  comparison 
for  all  items  of  cost,  such  as  materials,  wages  and  Establishment  Charges. 

c)  Process  Cost  Accounts. 

The  system  to  be  applied  where  it  is  desired  to  cost  each  stage  in 
the  manufacture  of  a  single  article  is  also  a  very  technical  one,  and  will 
vary  according  to  the  requirements  of  each  particular  business.  It  is 
only  possible  here  to  state  that  each  process  must  be  regarded  in  the 
light  of  a  department,  and  the  materials,  wages  and  establishment  charges 
apportioned  accordingly.  It  is  important  to  observe  that  the  finished 
material  of  the  first  stage  will  become  the  raw  material  of  the  second 
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stage,  and  so  on.  If  the  finished  material  of  the  firel  stage  ie  cl 
up  to  the  second  stage  at  cost,  then  each  Process  Accounl  will  Bimply 
show  tlie  bare  cost,and  w  ill  disclose  neither  profit  nor  Loss.  Mi-  frequently 
found  desirable,  liowever,  to  fix  a  selling  price  as  between  one  process 
and  another,  in  order  to  enable  the  manager  of  each  process  to  show 
as  good  results  as  he  can,  as  he  may  receive  a  commission  based  on  rach 
results.  When  this  is  done  care  must  be  exercised  to  see  that  the  Btocfcs 
remaining  on  account  of  each  process  at  the  end  of  any  balancing  period 
are  adjusted  hack  to  their  original  cost,  so  that  no  profit  shall  be  taken 
in  respect  of  stock  on  hand  at  the  date  of  the  Balance  Sheet,  whether 
wholly  or  partially  manufactured. 


§  5.— Working  Cost  Accounts. 

This  class  of  Cost  Accounts  relates  to  those  businesses  where  it  is 
desired  to  ascertain  the  cost  of  working  rather  than  the  cost  of  manu- 
facture, and  the  nature  of  the  account  will  vary  with  each  particular 
kind  of  business.  The  principal  point  to  observe  is  that  the  in  it  .a 
cost  must  be  carefully  selected  to  afford  a  proper  basis  of  comparison 
for  the  various  items  of  expenditure.  Sometimes  two  units  are  utilised. 
in  order  that  deficiencies  arising  on  one  basis  may  he  corrected  under 
anothei  ;  for  instance,  in  the  case  of  railways,  per  train  mile  run  and  per 
ton  carried:  in  gas  works,  per  ton  of  coal  carbonised  and  per  thousand 
cubic  feet  of  gas  sold. 

This  principle  is  applied  to  Trading  Businesses  generally,  by  utilising 
as  the  unit  basis  £100  of  Sales,  and  the  percentages  bo  arrived  at  form 
a  valuable  basis  of  comparison  as  between  one  period  and  another 
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CHAPTER   XII. 

THE  DOUBLE  ACCOUNT  SYSTEM. 

§  1. — Definition  of  the  Double  Account  System. 
2. — Treatment  of  Capital  Losses. 
3. — Rknkwal  and  Depreciation  Funds. 
4. — Conversion  of  Capital. 
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CHAPTER  XII. 


THE  DOUBLE  ACCOUNT  SYSTEM. 

§  1. — Definition  of  the  Double  Account  System. 

The  Double  Account  System  is  a  system  of  account  used  by  Companies 
formed  generally  under  special  Act  of  Parliament  to  construct  and  work 
undertakings  of  a  public  nature,  involving  heavy  permanent  capital 
expenditure.  The  object  of  the  system  is  to  show  what  capital  lias 
been  raised  for  the  purpose  of  the  undertaking,  and  what  capital  has 
been  expended  upon  the  undertaking,  rather  than  to  show  the  present 
value  of  the  assets  at  any  given  date,  which  latter  is  the  object  of  the 
Single  Account  System. 

In  order  to  do  this  clearly  the  Balance  Sheet  is  in  effect  divided 
up  into  two  parts,  the  first  being  called  the  Capital  Account,  and  showing 
upon  the  credit  side  the  capital  receipts  to  date,  and  upon  the  debit 
side  the  expenditure  to  date,  the  balance  or  totals  of  each  side  being 
carried  to  the  Balance  Sheet  proper,  which  contains  in  addition  the 
floating  assets  and  liabilities,  revenue  balances,  reserves,  &c. 

Provision  for  depreciation  is  not  made  in  the  usual  way,  the 
principle  being  to  charge  up  to  revenue  all  repairs,  renewals  and  replace- 
ments as  and  when  they  are  made.  In  many  cases,  however,  Depre- 
ciation and  Renewal  Funds  are  raised  in  order  to  avoid  the  necessity 
of  charging  the  whole  cost  of  heavy  renewals  to  Revenue  in  any  one 
period. 

The  phrase  "  Double  Account "  must  not  be  confused  with  the 
phrase  "  Double  Entry."  Double  Entry  is  applied  to  the  Double  Account 
System  in  the  same  way  as  to  the  Single  Account  System,  and  Ledger 
Accounts  are  kept  of  each  class  of  Capital  expenditure  and  Capital 
receipts.  The  Capital  Account  itself  is  not  a  Ledger  Account,  but  is 
prepared  from  the  Capital  balances   standing  in  the  books.     For   this 
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purpose  it  is  convenient  to  utilise  a  Beparate  Capita]  Ledger  containing 
only  those  items  which  go  to  make  up  the  Capita]  Account.  It  will 
thus  be  seen  that  the  outstanding  features  in  the  Double  Account  System 
only  become  apparent  in  the  preparation  of  the  final  accounts,  and  do  not 
affect  the  actual  book-keeping. 

It  should  also  he  noted  thai   the   Double   Accounl   System  is  ooi 

primarily  concerned  with  the  distinction  between  Capital  and  Revenue, 
hut  rather  with  the  illustration  of  the  manner  in  which  the  Capital 
Receipts  raised  for  the  purpose  of  the  undertaking  have  been  applied 
Every  system  ot  Accounts  worthy  of  the  name  musl  necessarily  distinguish 
between  Capital  and  Revenue  Expenditure, 

§  2.     Treatment  of  Capital  Losses. 

Under  the  strict  theory  of  the  Double  Account  System  all  Capital 
expenditure  is  shown  in  the  Capital  Account,  whether  or  aol  it  continues 
to  be  represented  by  assets.  Losses  on  Capital  Account,  therefore, 
occasioned  by  the  abandonment  of  assets  which  can  be  no  longer  pro- 
fitably utilised,  or  by  the  depreciation  of  assets  which  are  not  required 
to  be  renewed,  are  not  provided  for.  In  some  cases  this  may  be  unsound 
from  a  financial  point  of  view,  and  although  no  provision  is  made  for 
such  loss  in  the  statutory  forms  of  account,  it  is  desirable  that  the 
.same  should   ultimately  be  provided  for  out   of   revenue. 

A  good  method  of  doing  this  is  to  charge  the  loss  to  the  Reservi 
Account    (if   any),    the   amount    being  credited  to   the    Asset    Account. 

The  amount  so  written  off  will  be  shown  as  a  deduction  in  the  Capital 
Account    against    the   item  to   which  it   relates. 

§  '..-Renewal  and  Depreciation  Funds. 

It  has  already  been  said  that  depreciation  <>t  assets  requiring  renewal 
is  not  provided  in  the  usual  manner  by  debiting  revenue  and  crediting 

the  asset  account,  but  that  all  repairs,  renewals  and  replacements  are 
charged  to  revenue  as  and  when  they  arise.  This  rule,  however,  is  subject 
to  \  ariation  in  practice. 
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It  will  be  apparent  that  if  no  provision  were  made  for  large  renewals 
and  replacements  until  they  actually  occurred,  the  revenue  of  that  period 
would  be  burdened  with  a  charge  out  of  all  proportion  thereto,  which 
in  many  cases  might  have  the  effect  of  altogether  preventing  the  payment 
of  a  dividend  in  respect  of  that  period. 

During  the  early  years  of  an  undertaking  working  under  this  system, 
it  is  clear  that  the  renewals  and  replacements  in  respect  of  the  principal 
assets,  such  as  Rolling  Stock,  Plant,  &c,  will  be  comparatively  light, 
and  unless  provision  is  made  for  future  renewals,  the  profit  to  the  credit 
of  revenue  account  will  appear  to  be  considerably  larger  than  is  actually 
the  case,  and  will  admit  of  dividends  being  paid  which  the  Company 
would  not  have  been  able  to  pay  had  proper  provision  for  renewals  been 
made.  In  actual  cases  where  this  policy  has  been  pursued,  dividends 
on  the  Ordinary  stocks  have  been  largely  reduced,  and  in  some  cases 
altogether  suspended,  as  soon  as  those  heavy  replacements  became 
necessary,  and  had  to  be  met  out  of  current  revenue. 

It  is  unfortunate  that  there  is  no  statutory  provision  making  it 
compulsory  to  provide  for  future  renewals,  but  at  the  same  time  there 
is  nothing  to  prevent  Companies  working  under  the  Double  Account 
System  from  forming  proper  Renewal  Funds  during  the  early  years 
of  the  undertaking  for  the  future  replacement  of  their  assets :  and  this 
should  certainly  be  done. 

After  a  certain  period,  if  the  undertaking  is  sufficiently  large,  the 
renewals  will  average  from  year  to  year,  and  further  additions  to  the 
Renewal  Fund  may  cease  to  be  necessary. 

Provision  is  made  in  the  case  of  Gas  and  Electric  Light  Companies 
for  the  formation  of  Depreciation  Funds  in  respect  of  leasehold  works, 
and  in  the  case  of  Electric  Light  Companies  in  respect  of  buildings,  plant 
and  machinery  also.  These  funds  should  be  represented  by  specific 
investments,  and  they  are  created  by  debiting  revenue  each  year  and 
crediting  the  Fund  Account.  When  renewals  take  place  the  same  will 
be  charged  to  the  Depreciation  Fund  Account. 

In  many  instances  replacements  take  place  which  involve  an 
extension  of  the  original  asset,  and  the  question  then  arises  as  to  what 
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proportion  of  the  replacement  can  be  charged  to  capita]  as  representing 
the  value  of  the  extension,  and  what  proportion  Bhould  be  charged  to 
revenue.  The  method  recommended  in  Buch  cases  is  as  follow-: 
present  cost  of  replacing  the  asset  as  it  stands  should  be  estimated,  and 
such  amount  should  be  charged  to  revenue,  whether  or  not  it  is  i 
than  the  original  cost  of  the  asset.  The  balance  of  the  expenditure 
can  be  charged  to  Capital  as  representing  the  cost  of  extension.  Any 
amount  received  in  respect  of  the  break  up  value  of  the  asset  replaced 
Bhould  be  credited  to  revenue  against    the  cosl   of  replacement. 

ILLUSTRATION- 

A  Railway  station  originally  costing  £60,000  is  replaced  by  a  ae*  and  enlarged  Station 
costing  £140,000,   £6,000  being  realised   from   the  Bale  of  old   materials.     The  estimated 
of  replacing  the  old  Station  as  it  stood  was  £75,000.     Ho*  Bhould  the  £140,000  be  apportioned 
as  between  Capital  and  Revenue) 

£75,000,  the  estimated  cost  of  replacement  of  the  station  as  it  stand-,  should  bed 
to  Revenue,  as  against  which  can  be  set  the  £6,000  realised  from  the  sale  of  old  materials,  l<-a\  ing 
a  net  charge  of  £69,000.     £65,000  will  he  debited  to  Capital  as  representing  the  cost  of  extension, 
making  the  total  debit  to  Capital  in  respect  of  the  station  £125,000. 

Note  to  Illustration. 

The  ahove   method   is  that  adopted  by  the  leading  Railway  Companies  in  this  country, 

but  it  is  contended  by  some  authorities  that  it  is  only  necessary  to  charge  the  original 

of  the  asset  to  Revenue,  anj   expenditure  on  replacement  in  excess  thereof  being  charged  to 

Capital  in  addition  to  the  cosl   of  extension.      It  cannot   be  Baid  that    BUCh  a  coin—-  i-  incorrect, 

although  it  has  the  effect  of  charging  expenditure  to  Capital,  which  will  not  increase  the  earning 
capacity  of  the  concern.  The  treatment  of  such  cases  in  practice  will  Largely  depend  on  the 
financial  position  of  the  Company. 

§  4—  Conversion  of  Capital. 

Many  Companies  have  found  it  desirable  to  Bplil  their  Ordinary 
stock  into  Preferred  and  Deferred  Ordinary  stock.  This  may  !>e  done 
in  order  to  make  the  stock  more  marketable,  and  to  enable  the  holders 
to  be  more  ceil  .tin  of  receiving  a  regular  rate  of  dividend  <>n.  at  any  p 
a  portion  of  their  investment.  As  a  result,  the  portion  received  in 
Preferred  Converted  stock  represents  the  investment  part  of  the  holdi 
whereas  the  portion  received  in  Deferred  Converted  stock  represents 
the  speculative  part  of  the  holding,  and  shareholders  who  do  no1  desire 
to  hold  the  latter  can  selL 

In  the  ease  of  Railway  Companies  this  conversion  is  usual]; 
out    under  the  general   provisions  of  section   13  of   the   Regulation  oi 
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Railways  Act,  1868,  subject  to  any  variation  in  the  Special  Act  of  the 
Railway  Company  under  which  most  conversions  are  effected. 

The  section  referred  to  above  is  as  follows : — 

"  Any  Company  which  in  the  year  immediately  preceding  has  paid 
a  dividend  on  their  Ordinary  stock  of  not  less  than  £3  per  cent,  per  annum 
may,  pursuant  to  the  resolution  of  an  extraordinary  general  meeting, 
divide  their  paid-up  Ordinary  stock  into  two  classes,  to  be  and  to  be 
called,  the  one  Preferred  Ordinary  stock  and  the  other  Deferred  Ordinary 
stock,  and  issue  the  same  subject  and  according  to  the  following  pro- 
visions,  and  with  the  following  consequences  (that  is  to  say)  : — 

"  Preferred  and  Deferred  Ordinary  stock   shall  be  issued   only 

in   substitution  for  equal  amounts  of  paid-up  Ordinary  stock,  and 

by  way  of  division  of  portions  of  Ordinary  stock  into  two  equal 

parts." 

There  are  further  sub-sections,  but  the  detail  of  these  is  usually 
varied  by  powers  taken  under  the  Special  Act. 

It  will  be  seen  that  for  every  £100  of  Ordinary  stock  an  equal  amount 
must  be  issued  of  Preferred  and  Deferred  Converted  stock,  and  as  a  rule 
£100  of  each  stock  is  issued  for  each  original  £100  of  Ordinary  stock. 
As  a  result,  for  each  nominal  amount  of  £100  there  is  now  a  nominal  amount 
of  £200,  so  that  the  conversion  is  equivalent  to  the  issue  of  new  stock 
at  a  discount  of  50  per  cent. 

There  are  two  methods  of  recording  tins  conversion  in  the  accounts. 
The  first  is  to  regard  the  Capital  Account  as  a  cash  account  simply,  and 
not  to  disturb  the  amount  standing  to  the  credit  of  that  account,  but 
to  show  the  nominal  additions  arising  from  the  conversion  in  the  state- 
ment of  stock  and  share  capital  created,  only  the  cash  received  in  respect 
of  the  stock  issued  being  carried  to  the  Capital  Account. 

The  second  method  is  to  show  the  nominal  addition  to  capital  on 
the  credit  side  of  the  Capital  Account  as  such,  and  to  insert  a  corre- 
sponding item  on  the  debit  side  as  "  cost  of  conversion." 

The  former  method,  however,  is  preferable,  as  it  enables  the  Capital 
Account  to  be  kept  on  a  purely  cash  basis,  thus  conforming  to  the  original 
idea  underlying  it. 
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ILLUSTRATION- 

\  Railway  Company  converts  £1,000,000  Ordinary  stock  issued  at  a  diaooonl  of  10  pec 
« -« - 1 1 *  -  into  equal  portions  of  Preferred  Converted  Ordinary  stock  and  Deferred  Converted 
Ordinary  stock,  issuing  E100  of  each  class  for  each  B100  of  original  stock. 

show  how  this  transaction  should  appear  in  the  printed  accounts. 


STATEMENT  OF  STOCK    ANN  SHARE  CAPITAL  CHEATED, 
PROPORTION     RECEIVED. 

,  SHOWING 

THE 

Description. 

Am. unit. 

i  rented. 

\lllollllt 

[ved. 

Nominal 
Addition! 

Ptvfeired  Converted  Ordinary  stock 

Deferred  Converted  Ordinary  stork        

£1,000,000 
£1,000,000 

00 

tlflOQ  1 

lino, 

The  Total  of  the  "Amount  Received"  Column,  £900,000,  will  alone  appear  to  the  credit 
of  the  Receipts  and  Expenditure  on  Capital  Account,  the  nominal  additions  and  discount 
not  appearing  therein. 

§  5.-  The  Statutory  Forms  of  Railway  Companies'  Accounts. 

Under  the  Regulation  of  Railways  Act,  1868,  certain  forms  are 
prescribed  for  the  use  of  Railway  Companies  as  follows : — 

(1)  Statement  of  Capital  authorised  and  created  by  the  Company. 

(2)  Statement   of   Stock   and   Share   Capital   created,    showing    the 

proportion  received. 

(3)  Capital  raised  by  Loans  and  Debenture  Stocks. 

(4)  Receipts  and  Expenditure  on  Capital  Account. 

(5)  Details  of  Capital  Expenditure. 

(6)  Return  of  Working  Stock. 

(7)  Estimate  of  further  Expenditure  on  Capital  Account. 

(8)  Capital  powers  and  other  Assets  available  to  meet  further 

expenditure. 

(9)  Revenue  Account. 

(10)  Net  Revenue  Account. 

(11)  Proposed  Appropriation  of    Balance  available  for   Dividend. 

(12)  Abstracts  of  Revenue  Account. 

(13)  General  Balance  Sheet. 

(14)  Mileage  Statement. 

(15)  Statement  of  Train  Mileage. 

The  more  important  of  these  forms  only  arc  Lri\cn. 
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[No.  2.]       STATEMENT  OF  STOCK  AND  SHARE  CAPITAL  CREATED,  SHOWING 
THE    PROPORTION    RECEIVED. 


Description. 

Amount 
created. 

Amount 
received. 

Calls  in 
arrear. 

Amount 
uncalled. 

Amount 
unissued. 

[State  each  class  of  Stock  or  Shares  in  order  of  date 

of  creation,  showing  the  premium  or  discount 

(if  any),  at  which  it  wasissucd,  the  preferential  or 

!    fixed  dividends  (if  any),  to  which  it  is  entitled, 

and  any  other  conditions  attached  to  it.] 

£ 

£ 

£ 

£ 

£ 

Total        

[No.  4.] 


RECEIPTS    AND  EXPENDITURE    ON    CAPITAL    ACCOUNT. 


Dr. 

(Jr. 



'is, 

H 

60 

it  a   . 

Pi 

hi 

< 

H 
O 

H 

By  Receipts — 

Shares  and  Stock  per  Ac- 
count No.  2 

Loans  per  Account  No.  3    . . 

Debenture  Stock  per  Ac- 
count No.  3 

Sundries  (in  detail) 

2  » 
II 

^8 

bo 

lis 

8 

EH 

O 

H 

To  Expenditure — 

On  Lines  open  for  Traffic 
(No.   5) 

On  Lilies  in  course  of  con- 
struction (No.  5)  . . 

Working  Stock  (No.  5) 

Subscriptions  to  other  Rail- 
ways (No.  5) 

Docks,  Steamboats  and  other 
special  items  (No.  5) 

£  s.  d. 

£  s.   d. 

£  s.  d. 

£  s.  d. 

£  s.  d. 

£  s.  d. 

To  Balance 

! 
1 

[No.  9.] 


REVENUE    ACCOUNT. 


Dr. 

Or. 

Half- 
year 
ended 

Expenditure. 

£   s.  d. 

Half- 
year 
ended 

Receipts. 

£  s.  d. 

£  s.  d. 

To  Maintenance  of  Way,  Works)  «>  £  %  ■ 
and  Stations . .          . .           {&<£'** 

,,  Locomotive  Power       ..         ..do.  B. 

„   Carriage  &  Wagon  Repairs    ..do.  C. 

.,   Traffic  Expenses          ..          ..do.  D. 

,,   General  Charges           ..          ..do.  E. 

. ,   Law  Charges    . . 

,,   Parliamentary  Expenses 

,,   Compensation  (Accidents  and  Losses) 

,,   Rates  and  Taxes 

„   Government  Duty 

„  Special  and  Miscellaneous  Expenses 
(if  any)          

„   Balance    carried    to     Net    Revenue 
Account 

By  Passengers 

„    Parcels,  Horses,  Carriages,  &c. 
„    Mails 

,,    Merchandise 
,,    Live  Stock 
,.    Minerals 

,,    Special  and  Miscellaneous 
Receipts — 
Such  as 
Navigation 
Steamboats 
Rents 
Transfer  Fees,  &c. 

Details 





£ 

! 
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[No.   i".  I 
Dr. 


NET    RE  VEX  IT.      \rt  MM 


- 


To  Interest  on  Mortgage  and  Debenture  Loans 
.,   int.  irest  .mi  Debenture  Stock 
,,   [nterest  on  Colls  in  advance 
.,   wteresl  on  Temporary  Loans 
..   interest  on  Lloyd's  Bonds 
,,  Interest  on  Banking  Balances 
..  feneral  Interest  Account  (if  in  debit) 
..   Rente  oi  Leased  Lines,  Quaranti 

Details. 
..  Special  and  Miscellaneous  Payments  (if  any) 

Details. 

.,    Balance,    being    Payment    available    for 
dividend    . . 


[See  No.  13.1 


11  Of- 
year 
ended 

By  Balance  bronghi  bom  i  tat  n 

mt        

■ 

..     I>i\i! 

panics 
,,    Banki 

count  (il  in  credit  i  .. 

'V) 

(Details  to  be  ■ 


[No.   13.] 


GENERAL  BALANCE  SHEET. 


Dr. 

£  s.  d. 

T"  Capital  Account,  balance  at  credit  thereof,  as  per 

By  Cash  al  Bankere    Currenl  Account 

Account  No.  4 

„  Cash  on  deposit  at  interest  .. 

Net    Revenue  Account,   Balance  at  credit  thereof, 

i   in  Consols  and  Government 

as  per  Account  No.  10   . . 

Securites 

,.     I  apaid  Dividends  and  interest    .. 

invested  in  shares  ol  other  Railway 

Guaranteed  Dividends  and  Interest  payable  or 

Companies  not  charged  aa  Capital  Expendi- 

accruing and  proVided  for 

ture 

Temporary  Loans    . . 

on  band 

,     Lloyd's  Bonds  and  other  obligations  "ot  included 

Traffic  Accounts  due  to  the  Company 

in  Loan  Capital  Statement  No.  S 

..    amounts  due  b]  other  Companies  . . 

..     Balance  dne  to  Bankers     . . 

..    Do.  Clearing  House    . . 

..     Debts  due  to  other  Companies 

..    Do.  Posl  Office           

\n  mint  dne  to  Clearing  Bouse 

Sundry  Outstanding  Accounts 

Mimlrv  Outstanding  Accounts 

..    Suspense  Accounts  (if  any) 

.,    l "ir<-   Insurance    Fund  on  Stations,   Works  and 

Buildings  . . 
..    insurance  Fund  on  Steamboats   .. 

(To  l>' 

..   Special  [terns  . . 

,,    Special  Items           

£ 

£ 

ILLUSTRATION - 

The  following  is  the  Trial  Balance  of  the  New    Railway  C pany,  after  1 1  * « -  completion 

of  the  Revenue  Account  for  the  half-year  ended  31st  December,  1907. 


3J%  Preference  Stock         

Ordinary  Stock 

I  ■'„     Debenture    Stock  

Lines  open  tor  Traffic 
lanes  in  Bourse  of  construction    .. 
Working  stock  (Engines.  Carriages,  Ac. 
Contribution   to  Join!    Lines 
Premiums  on  Ordinary  stocks 
Purchase  ol  Grand  Canal 

Cash  at  Bank  

General   Stores.  Stock   on   Hand 

Traffic   Leoounte  due  to  Company 

hue  it other  Companies 

Sundrj   I  lut  si  anding   Accounts 

Debts  due  to  other  Companies 

Sundry  Tradesmen,  <kc. 

Kire    Insurance    fund 

Superannuation  Fund 

Balance  to  Credit  of  Net   Revenue  Ac oi 


During  tin-  half-year  there  was  an  issue  of  £15,000  •"•'  per  Cent.  Preference  Stock  at  par, 
which  u;i<  rally  subscribed  and  paid  ap;   also  of  £30,000  Ordinary  Stock  fully  Bubscribed  and 
paid  ap  a1  a  premium  of  5  per  cent.     The  expenditure  on  Lines  open  to  Traffic  was  • 
mi  Lines  in  course  of  Construction  £1,600,  and  on  Working  Stock  £7,600. 

Make  out  <;i|>ital  account  and  Balance  Sheet  in  proper  form. 


£ 

s. 

.1. 

.1. 

160, 

0 

0 

760, 

0 

300,00  I 

o 

0 

1,278, 

0 

0 

7,500 

'1 

0 

195,000 

0 

0 

75,000 

0 

0 

,, 

0 

7,. ".on 

1 

0 

7,600 

0 

II 

10.000 

0 

0 

20,000 

0 

0 

1,500 

0 

0 

f.. 

0 

0 

II 

0 

80,000 

0 

It 

•J,'J"-o 

" 

II 

7.: 

0 

n 

It 

0 

0 

0 

0 

0 
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hi 

H 
O 

H 

£          s.    d. 

1,200,000     0     0 

300,000     0     0 

37,500     0     0 

o      o 

o      o 

o      o 
o      o 

t>T     >rj" 

in 

o| 

o: 

o 
o 
© 

to 

ql 

Amount 
received  during 
half-vear  ending 
31st  Dec,  1907. 

£        s.    d. 
45,000     0     0 

1,500     0     0 

o 
o 

1 

s 

2  >  c 

-5j  o^ 

£          s.    d. 

1,155,000     0     0 

300,000     0     0 

36,000     0     0 

o 

o 

o 
o 
o_^ 

cs 

t*i 

By  Receipts  :— 

Shares  and  Stock  per 
Account  No.  2 

Debenture  Stock  per 
Account  No.  3 

Premiums  on  Stocks 
sold 

By  Balance 

E-< 
O 
H 

£        s.    d. 

1,278,000     0     0 

7,500     0     0 
195,000     0     0 

75,000     0     0 

7,500     0     0 

o 

o 

o 
o 
o 

to 

IQ 

crt 

o 

o 

o 
o 
o_ 

to 
in 

Si*| 

Amount 
expended  during 
half-year  ending 
31st  Dec,  1907. 

£        s.    d. 

37,500     0     0 

1,500     0     0 
7,500     0     0 

o 

o 
o 
1» 
to" 

Amount 
expended  to 
30th  June,  1907. 

£          s.    d. 

1,240,500     0     0 

6,000     0     0 
187,500     0     0 

75,000     0     0 

7,500     0     0 

£1,516,500     0     0 

To  Expenditure  : — 
On    Lines    open    for 

Traffic 
On  Lines  in  course  of 

construction 
Working  Stock 
Subscriptions  to  other 

Railways 
Purchase    of    Grand 

Canal 

;      o  o 

o 

ooo 

o 

^     oo 

o 

ooo 

o 

a 

ooo 

in  t-- 

Onto 

<N 

<* 

3    Z% 


a  -3 

l*lji§tH 

cj  o-oo-S  ?3-r<  ft~  s 


OO     H     <M 


o  o  o  o  o 


o  oooo 

o_i-  O  0>l_i« 

o"     on"^ 


I  £|2 
•  ■  s  a  s 

u^5  <P-H  3Lu 

?!  2  <b£  £  s 
>§3°gg 


o       :::: 
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§  6. — The  Statutory  Forms  of  Gas  Companies'  Accounts, 

Under  the  Gas  Works  Clauses  Act,  1871,  certain  forms  of  Account 
are  prepared  for  the  use  of  Gas  Companies  as  follows  : 

(a)  Statement  of  Share  Capital. 

(b)  Statement  of  Loan  Capital. 

(c)  Capital  Account. 

(d)  Revenue  Account. 

(e)  Profit  and  Loss  Account  (Net  Revenue). 
(/)  Reserved  Fund  Account. 

{g)  Statement  of  Coals. 

(h)  Statement  of  Residual  Products. 

(t)  General  Balance  Sheet. 

The  more  important  of  these  forms  only  are  given. 


Dr. 


('.      CAPITAL     ACCOUNT   i<»i;  the    Weak   ENDED  .'Mm    DECEMBER,    L9 


w'S 


£   s.   d.  i   s.   il 


i    To  Expenditure  to  31b(  December,  18 

Since  that  date. 
■i.  To    Lands    acquired,    including    law 
charges 
\.u    Buildings,      Manufacturing 
Plant,  Machines.  Storage  Works 
and  other  structures  connected 
uith  manufacture 
i.  \rw  Mains  and  Service  Pipes  (nol 

being  in  place  of  old  ones),  In- 
cluding Laying  Bame,  paving  and 
ether  works  connected  with  dis- 
tribution 

6.  „     New  Meters  (nol  In  place  ol  old 

ones),  including  fixing  . . 
tv     ,.    Cost  of  Promoting  Special   \<  I 

7.  .,      Special   Items  (if  ;in>  |       .  . 


Total  Bxpenditun    .. 

To  Balance  of  Capital  Ac 


i .   Bj  '  Irdinan  Shan  i  ol  £       each    . . 

2.  ..  do.                       each  .. 

3.  ..  Preference   3                     each 
i.     ..  Debenture  Btock 

,.  Moi  tg  toes  and  Bi  indi 

6.     ..  Amounts  receh  ed  In  ant  icipation 

die  
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Br.         D.— REVENUE    ACCOUNT  for  the  Year  ended  31st  December,  19 


( 1r. 


To  Manufacture  of  Gas  : — 

1.  Coals,  including  dues,  carriage,  unloading 

and  all  expenses  of  depositing  same  on 
works 

2.  Purifying  materials,  oil,  water  and  sundries 

at  works 

3.  Salaries  of  Engineers,  including  chief  engi- 

neer (if  any),  superintendents  and  officers 
at  works 

4.  Wages  and  gratuities  &t  works 

5.  Repairs   and   maintenance   of   works   and 

plant  (including  renewal  of  retorts), 
machines,  apparatus,  tools,  materials  and 
labour 

Less  old  materials  sold 

To  Distribution  of  Gas  :— 

6.  Salaries  of  surveyor,  chief  inspector,  inspec- 

tors, assistant  inspectors  and  clerks  in 
light  office 

7.  Repairs,  maintenance  ami  renewal  of  mains 

and  of  service  pipes,  including  materials, 
laying  and  paving,  and  labour 

8.  Repairing,  renewing  and  refixing  meters.. 
To  Public  Lamps  : — 

9.  Lighting  and  repairing 

To  Rents,  Rates  and  Taxes  :— 

10.  Rents 

11.  Rates  and  Taxes 
To  Management : — 

12.  Directors'  allowances 

13.  Salaries  of  secretary,  accountant  and  clerks, 

office-keepers  and  messengers 

14.  Collectors'  commission  or  salaries.. 

1 5.  Stationery  and  printing 

16.  General   establishment   charges   and   inci- 

dentals 

17.  Auditor 

To  Law  and  Parliamentary  Charges  :— 

18.  Law 

19.  Parliamentary  (oppositions) 

20.  To  Depreciation  Fund  for  works  on  lease- 

hold lands  (if  any) 

23 .  To  Bad  Debts  

To  other  items  (if  any) 

Total  Expenditure 
Balance  carried  to  Profit  and  Loss  Account  K.    £ 


£  s.  d.  £  s.  d. 


By  Sale  of  Gas : — 

1.  Common  gas  (     cubic  feet)  at     /  per  1,000 

cubic  feet    . . 

2.  Cannel  gas  (     cubic  feet)  at     /  per  1,000 

cubic  feet 

3.  Public  lighting  and  under  contracts 

4.  Rental  of  meters 

By  Residual  Products  :— 

5.  Coke,  less  labour  and  cartage 

6.  Breeze 

7.  Tar 

8.  Ammoniacal  liquor  . . 

9.  By  Rents 

10.  By  Transfer  fees 

By  other  items  (if  any) 


£  s.  d.£  s.  d. 


Total  Receipts 


E.— PROFIT    AND    LOSS    ACCOUNT    (NET    REVENUE) 
for  the  Year  ended  31st  December,  19 


Or. 


£  s.  d. 

£  s.  d. 

1.  To  Amount  carried  to  Reserve  Fund  Account  F 

i       1.  By  Balance  of  net  profit  brought  from  last 

(if  any)  from  Profits  of  19 

Account  (31st  Dec,  19         ) 

2.  Interest  on  temporary  Loans  and  Moneys  received 

2.   ,,     Amount   drawn   from    Reserve   Fund 

in  anticipation  of  Calls 

(if  anv) 

3.     ,,    Do.    on    Mortgages    and    Bonds    accrued    to 

Less  Dividend  paid  for  the  half- 

31st  Dec,  19               

year  ended  31st  Dec,  19 

4.     ,,   Do.  on  Debenture  Stock  to  do. 



5.     ,,   Half-year's  Dividend  on  1st  Preferen- 

3.    „   Balance  brought  from  Revenue  Account  D, 

tial  to  30th  June,  19 

being  profit  for  year  to  Dec,  19    . . 

6.     „    Do.  2nd  Preferential  to  do. 

4.     ,,   Interest  on  Moneys  deposited 

7.     „    Do.  on  Ordinary  Shares  at      per  cent. 

,,   Balance  of  net  Profit  to  be  carried  to  next 

Account  subject  to  half-year's  Dividends 

to  31st  Dec,  19         

£ 

£ 

THE    DOUBLE     ICCOUHT   SY8TEM. 


27.". 


Dr. 


P.— RESERVED    FUND     10C0UN1 

I  OB    I  in.    Vi   \i:    ENDED    .'51-  I     DbCI    mi  i:.    I'.i 


Amount  (if  any)  carried  to  Profit  and  Loss  Account 
B  to  make  ii]>  defloienriea  of  Dividends  t.. 
Sl8<    Dec,  19  

Amount  paid  for  extraordinary  claim  "r  demand 
(if  any)    . . 

Amount  of  balance  t.>  be  carried  to  next  Account 


.  mee  i>fimui  i 
E.     ..    B  u  tnci    brought  from   Pi 

•  ••  .ii  u  r  i 

:i.      ,,    In'-  r 


Like  Accounts  must  be  ui\fn  for  Depreciation  Fund  foi  works  <>n  Leaseholds  (U  an) 


Dr. 


-GENERAL    BALANCE    SHEET 
on  3  1st  December,    19    . 


£  s.  d. 

x 

*.  d. 

1.  Ti 

Capital  Account  : — 

1. 

By  Cash  at  bankers 

Balance  at  Credit  thereof  (Account  C) 

•1. 

..    "i»  dep 

.. 

Profit  and  Loss  account  : — 

3. 

..  Coals  (or  stock  on  band,  81st    i 

Balance  at  credit  thereof  (Account  E) 

A. 

..   Coke  and  Breeze,  81st  Dec.,  10 

8.     . 

Hbmhvbd  Find  : — 

'<. 

..   'I'ar  and  other  products,  Slst  l> 

Balance  at  credit  thereof  (Account  F) 

ft. 

.,   sundry  Btoree   81st  D 

4.      . 

DKPBBCIATIOK   Find  (fot  works  on  leasehold 



lands)  : — 

7. 

..   i.a-  m ■  :  i ■  i;     ■  .; 

Balance  at  credit  thereof  (Account     ) 

due  to  the  Company    I 

■">■ 

t  npaid  dividends 

deposits  and  prepayments  .. 

''..      .. 

Interest  accrued  and  unpaid  on  mortgagee, 

B. 

.,   Coke  and  other  r  jidn  ds,  Slst  Dec.,  19 

bonde  and  debenture  stock,  and  other  loans, 

..   Sundry  Accounts,  :ilst  Dec,  19 

to  31st  Dec,  19         



7.      .. 

sundry  Tradesmen  and  others,  for  amount 
due  fox  cais.  stores,  dec.,  t.>  31st  Dec.,  19 

.,  Bpedal  1*  ma  (if  any),  including  lnvi 

VVagks  and  C'oxtinoknc'iks  : — 
Amount  due  to  31st  Dec,  19 
Other  items  (if  any) 

»,  , 

C 

§  7— The   Statutory    Forms    of    Electric    Lighting    Companies' 
Accounts. 

ruder  the  Electric  Light  Act,  1882,  certain  form  of  aceounl  are 
prescribed  by  the  Board  ol  Trade  for  Electric  Lighting  Companies 
working  under  an  Order  or  License  as  follows:  — 

(1)  Statement  of  Share  Capital. 

(2)  Statement  of  Loan  Capital. 

(3)  Capital  Account, 

a  2 
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(4)  Revenue  Account. 

(5)  Net  Revenue  Account. 

(6)  Reserve  Fund  Account. 

(7)  Depreciation  Fund  Account. 

(8)  General  Balance  Sheet. 

(9)  Statement  of  Electricity  Generated,  Sold,  &c. 

The  more  important  of  these  forms  only  are  given. 


[No.  III.] 


Dr. 


CAPITAL  ACCOUNT 
for  the  Yeah  ending  31st  December,  19 


Cr. 


To  Expenditure  to  31st  December,  19 

Expenditure  since  thai  date. 
1.  To  Lands,  including  law  charges  inci 

dental  to  acquisition     . . 
Buildings 
Machinery 
Accumulators  at  Generating  and 

Distributing  Stations    . . 
Mains,  including  cost  of  laying 

the  mains 
Transformers,  Motors,  &c. 
Meters,  and  Fees  for  certifying 

under  the  Act 
Electrical  Instruments,  &c. 
9.     „    General     Stores    (cable,     mains 

lamps) 
10.     „   Purchase   of  Patents  or   Patent 

Rights 

Cost     of     Licence,     Provisional 

Order,  &c. 
Special  Items 


Total  Expenditure 
To  Balance  of  Capital  Account  . . 


H      3        . 


£  s.  d.  £  s.  d.  £ 


By  Ordinary  Shares  of  £ 

do.         do.       of  £ 
„   Preference  do.      of  £ 
,,   Debenture  Stock 
,,   Mortgages  and  Bonds 
„   Amounts  received  in  anticipation  of 

Calls  

,,   Sale  of  Patents  or  Patent  Rights,  &c. 
,,   Other  Receipts  (to  be  specified  ) 


£  s.  d.  £  s.  d. 


Provision  for  Depreciation  of  Works  is  made  by  a  debit  of  £  to  Revenue  Account  transferred  to  Depreciation  Fund  Account 

No.  VII. 


THK    DOl'BLE    ACCOIAT    s  VST  KM. 
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Dr.         [No.   IV.]     REVENUE   ACCOUNT  for  the  Ykak  END in..  31 B I  DXCSMBSB,  Ifl 


A. — To  Generation  <>/  EUetrietty. 

To  Coals  <>r  other  fuel,  Including  dues,  car- 
riage, unloading,  storing,  and  all  ex- 
penses oi  placing  ttie  same  on  the  works 

,,  Oil,  waste,  water  and  ensine-r i  stores 

,.    Proportion  of  Salaries  ol  Engineers,  Su- 
perintendents, and  Officers,  as  certified 
by  the  Managing   Director,  Chairman 
■  >r  Bnglneer 
,,  Wages   and    Qratuitlee    a(    Generating 

Stations    . . 
,,   Repairs  and  Maintenance  as  follows 

S     s.  d. 
1.  Buildings        ..        . .  I 
^.  Engine*,  boilers 
:i.    Dynamos,  exciters, 

transformers,  motors, 
Ac. 
i.  Other    machinery,    In- 
struments and  tOOlB.  . 

:..  Accumulators  and  ac- 
cessories 


/...<*  received  for  old  materials 
To  special  Items 


I'..      Distribution  <>/  Kl  ret  r  icily. 

Proportion  ol  Salaries  of  Superintendents 
and  Officers,  as  certified  l>>  Managing 
Director,  Chairman  or  Bnglneer 

Wages  andOratuitleeto  Linesmen,  Fitters, 
Labourers 

Repairs,    Maintenance    and 

Renewals   of    Mains   of    all 
classes,  including  Materials 
and  laying  the  same     . . 
Lets  Amounts  refunded 

Repairs,  Maintenance  and  Renewals  ..i 
Transformers,  Meters,  Switches,  Fuses 

and  other  apparatus  on   Consumers' 
Premises 

Repairs,  Maintenance  and  Renewals  of 
Apparatus  as  Distributing  Stations  .  . 

C— To  Vulilir  Lump*' 


Attending  and  Reps 

Renewals  of  Lamps 


D.—To  Royalties,  ttc. 


0  Royalties,    Ac,  payable  for  use  of  patent 
or  patent  processes 


E. — To  Rents,  Rates  and  Taxet, 


To  Rents   Payable 

,,     Rates  and  Taxes 


F. — To  Mmagtmani  Wapentm, 

To   Directors'  remuneration  .. 

,.   Salaries  ol  Manning  Bngl in.  Secretary, 

Accountants,  clerks.  Messengers,  as 
certified  i>y  Managing  Director,  Chair- 
man or  Engineer 

,,  Salaries  or  Commissions  of  CoHerton 

..    Hi  ktionery  and  printing 

,,   General  establishment  rharges    .. 

.,    \  uditors  of  Company 

,.  Auditor  appointed  under  the  proTlaions 
Of  the  Order         


tarried   forward 


Bj  B  deof  currenl  per  met4  r  ifl 

,,    Sale  under  Oontn 
,,     Public  lighting 


pei  B   I    i 


Rental  ■  >!  meters  and  otbei  apparatus  on 

consumers'  premises 
Sale  mid  repairs  of  lamp-,  arc  of  Incandes- 

cenl 
Sale  and  repairs  ol  othi  i   ip]  u 

Royalties,  licences1  Ac. 
Rents  receivable    .  . 
Transit  r  f ees 
other  Items  (to  be  specifli  d) 


f  s.  d  i  a.  i 


•   r«  ird 


OF    tui 
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Dr.     [No.  IV.— continued.]     REVENUE    ACCOUNT— continued. 


(  r. 


Brought  over     . . 

G. — To  Law  and  Parliamentary  Charges 
To  Law  Expenses  . . 

H. — To  Depreciation. 

1.  To  Depreciation    in    respect    of    Leasehold 

Work?        

2.  „   Depreciation  in  respect  of  Buildings 

:s.     „  Do.  Plant,    Machi- 

nery, &c. 

I. — To  Special  Charges. 

1.  To  Insurance,  Superannuntion,  <tc. 

2.  „   Expenses  for  Certification  of  Meters 

Total  Expenditure 
Balance  carried  to  net  Revenue 


£  s.  d. 

£  s.  d. 

£ 

Brought  over 


Dr.     [No.  V.] 


NET    REVENUE    ACCOUNT. 


Or. 


1.  To  Interest  on  Debentures  accrued  due  to  date. . 
i.     „  Interest  on  Mortgages  and  Bonds  accrued  due 
to  date 

3.  ,,   Interest  on  Temporary  Loans  accrued  due  to 

date 

4.  „   Dividend  on  Preference  Stocks 

5.  ,,   Balance  applicable  to  dividend  on  Ordinary 

Stock  or  Shares 


1.  By  Balance  from  last  Account 
Less  Dividends  paid 
„   Amount  carried  to  Reserve 
Fund 


2.  By  Balance      brought     from      Revenue 

Account  No.  IV. 

3.  „   Interest  on  Money  at  Deposit. . 


£  s.  d.  <  £  s.  d. 


Dr.     [No.  VI.] 


RESERVE    FUND    ACCOUNT. 


Or. 


1.  Amount  paid  out  for 

2.  Amount  of  Balance  to  next  Account 


1.  By  Balance  brought  from  last  Account 

2.  ,,   Amount  brought  from  Net  Revenue  Account 

3.  „    Interest  on  Amount  Invested. . 

(Description  of  Investments  to  be  specified) 


Dr.     [No.  VII.] 


DEPRECIATION     FUND     ACCOUNT. 


Or. 


1.  To  Balance 

£  s.  d. 

1.  By  Balance  from  last  Account 

2.  „    Interest  on  Investments 

3.  „    Amount  brought  from  Revenue  Account  (see 

No.  IV.  H.) 

(Description  of  Investments  to  be  specified) 

£ 

£  s.  d. 

£ 

s==is=li 

tin:    douulk    ACCOl'NT   systkm. 


Dr.     [No.  VIII.] 


GENERAL    BALANCE    SHEET. 


MabOWet. 

Capital  Account :  A m< >uni  received  us  per 
Account  No.  III. 

Sumlry  Tradesmen  and  others,  doe  on  con- 
struction of  Plant  and  Machinery,  Fuel, 
stores,  Ac.,  t.i  Slat  December,  19 

Sundry  Creditors  on  open  Accounts  .. 

Net  Revenue  Account  :  Balance  at  credit 
thereof  

Reserve  Fund  Account  :  Balance  at  credii 
thereol 

Depredation  Fond  tccounl  :  Balance  at 
credit  thereof 


B)    '  ipltal     loeount:      kmounl    expended    for 
works  ai  pei  taeount  n..   hi. 

£   8.    d. 

•  II  h  md  at   Slit    December, 

Coal 

mate,  ke. 
1  General 

,   Sundry  Debtors  foi   unounte  paid  on  account 

of  contract  in  com f  completion 

..    Preliminary  Exp<  aw 
,,   Sundry  Debtors  i"i  <  iirrenl  lupplii 
December,  in 

„   Other  Debtors 

..   »  lash  at  Hankers  : 


\|,  --r 

III   -I 

Caah  in  hand 


(ai mt  <<ii  deposit 


March,  19 

ILLUSTRATION- 


Chairman. 


Prepare  a  Revenue  Account.  Capital  Account,  and   Balance  Sheet    from   the  following 
Trial  Balance. 

DYNAMO    ELECTRIC    LIGHTING    COMPANY      LIMITED. 
Trial  Balance  30th  Jtjnb.   1908. 


l'.lll 

June 

SO. 

E 

s. 

d. 

20,000 

ii 

0 

16,000 

0 

0 

1,000 

0 

0 

0,300 

0 

0 

4,000 

0 

0 

6,000 

0 

0 

5,000 

0 

0 

1,000 

0 

0 

500 

0 

1) 

BOO 

0 

0 

Capital,  Nominal,  10,000  Shares,  £lo  each. 

Subscribed,  5,000  Shares,  £10  each,  £.'.  paid 

Debentures,  tl  %  interest 

Depreciation  Fund    .. 

Investments  on  Depreciation  Fund  Account 

Freehold    hand 

Buildings 

Machinery  at  Station 

Main6 

Transformers,  Motors,  &C. 

Meters 

Electrical  [nstrumente 

Qeneral  stores  (Cables,  Mains,  Lamps)  in  stock 

Office  Furniture 

Coal  and  Fuel 

Oil,  Waste  and   Engine  Bo Stores 

Coal,  Oil  and   Waste,  Ac,  in  stork 

Wages  at  Station 

Repairs  and  Replacements.. 

Kates  and  Taxes 

Salaries  oi  Secretary,  Manager,  &c. 

i  iirectors1   Pees 

stationery,  Printing  and  Advertising 

Incidental   Kxpenses.. 

I  .aw   Charges 
Sales  by  Meter 
Bales  by  Contract 
Meter    hints 

sundry  Creditors 
sundry   Debtors 

i  lasfa  in  hand  and  at    Baal 

Net   Revenue   Account 


l. 

9,800 

5, 

10, 

-.imiii 

B, 

l,« 

(Oil 

8,850 

1,900 

7. Ml 


£  8.    d. 

-'•. " I 

I, 


1,1,1 

0 

0 

0 

0 

500 

0 

0 

300 

0 

" 

1,500 

0 

0 

1,000 

0 

0 

000 

0 

100 

0 

0 

too 

0 

0 

0 

0 

5,000 

0 

0 

II 

II 

700 

0 

0 

0 

0 

0 

" 

0 

0 

•  ■•'.. 

1 

0 

■ 

•■ 

0 

Depreciation  t<>  !>••  provided  for  <>u  Buildings  •_".  peg  cent.,  Machinery  7\  per  cent., 
Mains  ;>  per  cent.,  Transformers,  ,\r„  10  per  oenl  .  Meters  and  Electrical  Instruments  16  per 
cent .  (on  the  opening  balanot 
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Dr. 


REVENUE  ACCOUNT   FOB    mi     Yi.u:    ENDING   30ra    Jim.    1908 


in  General  Ion  ol  Electricity 
Coal  and  other  Fuel    . . 
oil,  Waste  and   Engini 
Boom  Stares 

Wages  at   Stalimi 

Repairs    and    Replace- 
ments 

,,   Kates  ami  Taxes 
,,  Management  Expi  usee 
Directors'  Remunera- 
tion 
Salaries    ol    Secretary, 

Manager,  &c. 
stationery,  Printing  and 

Advertising  . . 
incidental  Expenses    .  - 


,,   i.aw  Expenses  . . 

,,   Depreciation— 
Buildings 
Machinery 

Mains 

Transformers,  &c. 

Met  its 


Klectrieal   Instruments 


Balance  carried  to  Net 

Revenue   Areiilint 


6,160 
300 


:t,200 
200 


0     0 

.1    II 


0  0 
0  0 
0     0 


at  pel  Mi  U  i  - 
ditto      under  <  onti  i  I 


Bental  ol  \i-  U  n 


£14,050    ii    ii 


Dr. 


NET  REVENUE   ACCOUNT. 


To  Interest  mi  Debentures  accrued  to  date 
,,   Balance  applicable  to  Dividend 


900 
2,680 


s.  d. 
0  0 
0     0 


£3,480     0     0 


By  Balance  from  las!  Accounl 

„    Balance  from  Revenue  Account 


£       -    .1 
8,180     o     o 


Dr. 


OENEKAL    BALANCE    SHEET   30TH   Jim:.    1908. 


Or. 


£ 

8. 

d. 

1 

~ 

.1. 

To  Capital   Account — 

Bj    Capita]  Account- 

Amount  received  as  pes  Ai 

•ollllt 

40,000 

It 

0 

Ann. lint  expended  ai  i"-r  Account . . 

0 

o 

,,    Sundry  Creditors 

Too 

0 

II 

..     Mure-  mi   b 

,.  Debenture-holders  for  Entereel 

900 

0 

0 

coal.  nil.  Waste,  4c 

100 

0 

0 

.,    Net  Revenue  Account — 

Sundry  Debtors  for  Current  supplied.. 

0 

0 

Balance  at  credit  thereof 

■^.:.^> 

0 

0 

..    Investments    on     Depreciation     fund 

,,   Depreciation  Pond  Account 

2,020 

0 

0 

Account 

1,000 

0 

1' 

,,    Balance  at  credit  thereof 

..     i  atb  at    Bankers  and  on   hand 

0 

II 

1    H..JIHI 

II 

II 

LV-  .Jon 

II 

0 
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CHAPTER    XIII. 


BANKRUPTCY,    LIQUIDATION,    AND    RECEIVERSHIP 
ACCOUNTS. 

\  1. — The  Preparation  of  a  Statement  of  Affairs  in  Bankruptcy. 
(a)  Unsecured  Creditors. 
(6)  Creditors  fully  secured. 

(c)  Creditors  partly  secured. 

(d)  Liabilities    on    Bills    Discounted    other    than    Debtor's 

own  Acceptances  for  value. 

(e)  Creditors  for   Rent,    &c,   recoverable   by   distress,    and 

Preferential  Creditors. 

(/)  Valuation  of  Assets. 
(g)  Book  Debts. 
(h)  The  Deficiency  Account. 
(i)  Bankruptcy  of  Firms. 

2. — The  Accounts  of  a  Trustee  in  Bankruptcy. 

3. — Deeds  of  Arrangement. 

4. — The  Preparation  of  a  Statement  of  Affairs  of  a  Company 
in  Compulsory  Liquidation. 

5. — The  Accounts  of  a  Liquidator  in  Compulsory  Liquidation. 

6. — The  Accounts  of  a  Liquidator  in  Voluntary  Liquidation. 

7. — Returns  to  Shareholders. 

8. — The  Accounts  of  a  Receiver. 
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CHAPTER    XI  IF. 


BANKRUPTCY,    LIQUIDATION,     AND    RECEIVERSHIP 

ACCOUNTS. 

§  1. — The  Preparation  of  a  Statement  of  Affairs  in  Bankruptcy. 

Within  three  days  of  the  Receiving  Order,  if  made  on  the  debtor'i 
own  petition,  or  within  seven  days  if  made  on  a  creditor's  petition,  the 
debtor  must  lodge  with  the  Official  Receiver  his  Statement  of  Affairs. 
This  must  be  compiled  in  the  official  form,  and  be  accompanied  by  the 

following  schedules  of  particulars  : — 

a.  Unsecured  creditors. 

b.  Creditors  fully  secured. 

c.  Creditors  partly  secured. 

D.  Liabilities   of   Debtor  on   bills    discounted   other    than    his    own 

acceptances  for  value. 
e.  Contingent  or  other  liabilities. 

F.  Creditors  for  rent,  &c,  recoverable  by  distress. 

G.  Preferential  creditors  for  rates,  taxes  and  wages. 
h.  Property. 

I.  Debts  due  to  the  Estate. 

j.  Bills  of  Exchange,  Promissory   Notes,  &c,  available  as  assets. 

K.  Deficiency  Account. 

In  tlie  illustration  thai  follows,  a  pro  formd  example  of  the  front 
sheet  of  a  Statement  of  Affairs  and  the    Deficiency    Account    is  given. 
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The  method  of  preparing  this  Statement  of  Affairs  falls  very  much 
on  the  lines  of  the  preparation  of  a  Statement  of  Affairs  for  the  purpose 
of  placing  a  system  of  books  on  a  double  entry  basis.  Where,  however, 
the  books  have  been  kept  on  a  double  entry  system,  although  the  pre- 
paration of  the  statement  will  be  greatly  facilitated  thereby,  at  the  same 
time  many  points  will  require  to  be  dealt  with  which  would  not  arise 
in  the  preparation  of  a  Balance  Sheet  in  the  ordinary  manner.  The 
principal  of  these  are  as  follows  : — 

(a)    Unsecured    Creditors. 

A  schedule  of  these  creditors  must  be  prepared  in  the  prescribed 
form,  containing  particulars  of  name,  address  and  occupation,  the  amount 
of  the  debt,  the  date  when  contracted,  and  the  consideration  given. 
All  creditors  who  do  not  come  under  the  other  schedules  must  be 
included  here,  particularly  the  Bills  Payable  on  which  the  Debtor  is 
liable  as  acceptor  for  value,  the  necessary  particulars  of  each  bill  being 
inserted  ;  Bank  overdraft  unsecured  ;  balance  of  Creditors  for  wages, 
&c,  which  exceed  the  limit  allowed  as  a  preferential  payment. 


(b)    Creditors  fully   secured. 

The  schedule  of  these  Creditors,  in  addition  to  containing  the  informa- 
tion necessary  in  respect  of  unsecured  Creditors,  must  also  contain 
particulars  of  the  security,  the  date  when  same  was  given,  the  estimated 
value  of  the  security,  and  the  estimated  surplus.  On  the  liability  side 
of  the  Statement  of  Affairs  these  Creditors  will  be  shown  in  short, 
together  with  the  security,  and  the  surplus  will  be  carried  to  the  asset  side. 


(c)    Creditors    partly    secured. 

Similar  particulars  must  be  afforded  in  the  schedule  of  these,  and 
the  balance  unsecured  shown.  In  the  Statement  of  Affairs  these  Creditors 
are  shown  in  short  on  the  liability  side,  the  security  being  deducted,  and 
the  balance  unsecured,  ranking  against  the  estate,  extended. 
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(d)    Liabilities   on    Bills    discounted    other    than    Debtor's    own   acceptances   for 
value. 

The  schedule  of  these  must  contain  particulars  of  the  acceptor's 
name,  address  and  occupation,  whet  her  the  Debtor  is  liable  as  drawer 
or  endorser,  the  date  when  the  bill  falls  due,  the  amount  of  the  biD 
(accommodation  bills  being  separated  from  other  bills),  the  name,  address 
and  occupation  of  the  holder  (if  known),  and  the  amount  expected  to  rank 
against  the  estate  for  dividend. 

Bills  Receivable  discounted  by  the  Debtor  with  his  bank  or  other 
parties  will  be  included  here,  since  the  Debtor  will  be  liable  as  drawer  or 
endorser.  If,  however,  it  is  expected  thai  the  acceptors  will  meet  these 
bills  in  due  course,  nothing  will  be  extended  to  rank  against  the  estate 
for  dividend. 

The  case  of  Accommodation  Bills  is  more  complicated,   especially 

where  there  have  been  cross-transactions  in  these  between  the  Debtor 
and  another  party.  Briefly  speaking,  it  may  be  said  that  the  whole  of 
these  Accommodation  Bills  must  be  inserted,  whether  the  Debtor  is  liable 
as  drawer,  acceptor  or  endorser.  Each  Accommodation  Bill  must  be 
examined  to  ascertain  the  precise  nature  of  the  liability  attaching  to  it  as 
regards  the  estate.  If  the  estate  is  primarily  Liable  on  the  bill,  the  amount 
must  be  extended  to  rank  in  full  for  dividend.  If  the  Debtor  is  on] 3  liable 
as  drawer  or  endorser,  it  will  depend  on  the  financial  position  of  those 
primarily  liable  on  the  bill  as  to  how  much  (if  any)  of  the  amount  .should 
be  extended  to  rank  for  dividend.  If  the  party  primarily  liable  dishonours 
the  bill  and  becomes  bankrupt,  the  holder  will  have  a  right  of  proof  to 
the  full  extent  of  the  bill  against  the  estates  of  both  parties,  though  he 
will  not  be  entitled  to  receive  dividends  exceeding  the  total  face  value  of 
the  bill,  together  with  interest  and  expenses. 

As  previously  remarked,  liabilities  on  Bills  Payable  accepted  by  the 
Debtor  for  value  will  be  included  in  the  list  of  Unsecured  Creditors,  and 
not  in  this  schedule.     In  the  Statement  of  Affairs  the  gross  amount  of 

liabilities  on  Bills  Discounted  other  than  the  Debtor's  own  acceptances 
for  value  is  shown  in  short,  and  only  the  amount  expected  to  rank  for 

dividend  extended. 


286  BOOK-KEEPING    AND    ACCOUNTS. 

(e)    Creditors  for  Rent,  &c,  recoverable  by  distress,  and  Preferential  Creditors. 

The  schedules  of  these  items  must  contain  full  particulars,  and  dis- 
close the  difference  between  the  gross  amounts  of  the  claims  and  the 
amounts  recoverable  by  distress,  or  payable  in  full  under  the  Preferential 
Payments  in  Bankruptcy  Acts.  The  amounts  not  so  recoverable  or 
payable  in  full  will  be  carried  to  the  list  of  Unsecured  Creditors.  In  the 
Statement  of  Affairs  the  amount  recoverable  or  payable  in  full  will  be 
shown  in  short  on  the  liability  side,  and  deducted  from  the  gross  assets 
on  the  asset  side. 


(f)    Valuation  of  Assets. 

All  assets  should  be  brought  into  the  Statement  of  Affairs  at  a  fair 
realisable  value.  Cash  in  hand  must  be  ascertained,  and  that  at  the 
bank  (if  any).  Stock  must  be  valued  with  particular  reference  to  the 
conditions  under  which  a  forced  realisation  might  have  to  be  made. 
Similar  considerations  apply  to  the  valuation  of  other  assets,  such  as  free- 
hold and  leasehold  properties,  machinery  and  plant,  fixtures,  furniture,  &c. 

A  full  description  of  every  kind  of  property  must  be  made  in  the 
specified  form,  together  with  the  statement  of  the  amount  it  is  expected 
to  produce. 


(g)    Book   Debts. 

A  schedule  of  debts  due  to  the  estate  must  be  prepared,  showing  the 
name,  address  and  occupation  of  the  debtor,  the  amount  of  the  debt, 
distinguishing  between  good,  doubtful  and  bad  ;  the  date  of  contraction, 
the  amount  each  debt  is  estimated  to  produce,  and  particulars  of  any 
securities  given  for  debts.  In  the  Statement  of  Affairs  the  amount  of 
the  good  debts  is  extended  into  the  outer  column ;  the  doubtful  and  bad 
debts  are  shown  in  short  at  their  gross  figure,  and  the  amount  they  are 
estimated  to  produce  extended. 
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(h)    The  Deficiency  Account. 

The  excess  of  liabilities  expected  to  rank  again>t  the  estate  over  the 
net  assets  available  to  meet  those  liabilities  is  termed  the  "deficiency," 
or  in  the  event  of  the  assets  exceeding  the  Liabilities  the  "surplus."  A 
Deficiency  Account  is  prepared  in  order  to  disclose  how  the  deficiency  or 
surplus  has  arisen. 

On  reference  to  the  form  of  this  account  shown  in  the  subsequent 
example,  it  will  be  seen  that  the  account  starts  with  what  is  in  effect 
either  the  Capital  ol  the  Debtor  at  a  given  date,  or  the  Deficiency  at 
that  date  ;  the  date  in  question  being  either  one  year  prior  to  the  date 
of  the  Keceiving  Order,  or  such  other  date  as  the  Official  Receiver  may 
lix. 

On  the  debit  side  of  the  Deficiency  Account  will  he  found  the  various 
items  which  go  to  make  up  the  total  amount  to  be  accounted  tor.  These 
are  as  follows  : — 

(1)  Capital  at  commencement  of  period  under  review    (if  any). 

(2)  Profits  from  business  during  period  under  review  (if  any),  w  ithout 

charging  Interest  on  Capital  or  Partners'  Salaries. 

(3)  Any  other  income. 

(4)  Deficiency  as  per  Statement  of  Affairs  (if  any). 

The  total  of  these  will  be  accounted  for  on  the  credit  side  of  the 
Deficiency  Account  as  follows  : — 

(1)  Excess  of  Liabilities  over  Assets  at   commencement    <»t    period 

under  review  (if  any). 

(2)  Net  loss  (if  any)  from  carrying  on  business  during  the  period 

(3)  Bad  Debts. 

(4)  Drawings. 

(5)  Other  losses  and  expenses. 

(6)  Surplus  (if  any). 
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The  item  "  Other  Losses  and  Expenses  "  will  include  the  difference 
between  the  book  value  of  the  assets  appearing  in  the  Statement  of 
Affairs  and  the  amount  they  are  estimated  to  produce  ;  also  the  loss 
incurred  in  respect  of  all  liabilities  ranking  against  the  Estate  for  dividend 
for  which  no  consideration  has  been  received,  such  as  estimated  loss 
on  Bills  discounted  or  Accommodation  Bills.  These  various  losses  should 
be  shown  in  detail. 


(i)    Bankruptcy  of   Firms. 

Where  a  firm  goes  bankrupt,  the  Trustee  of  the  Joint  Estate  becomes 
also  the  Trustee  of  the  Separate  Estate  of  each  partner.  Distinct  accounts 
must  be  kept  of  the  Joint  and  Separate  Estates,  the  separate  Creditors 
being  first  paid  out  of  the  assets  of  the  Separate  Estates.  In  the  event 
of  there  being  any  surplus  on  any  of  the  Separate  Estates,  this  will  be 
carried  to  the  Joint  Estate,  but  the  joint  Creditors  cannot  receive  more 
than  the  full  amount  of  their  debts,  together  with  4  per  cent,  per  annum 
interest  from  the  date  of  the  Keceiving  Order.  Any  surplus  on  the 
Joint  Estate  will  be  carried  to  the  Separate  Estates  of  the  partners, 
according  to  their  rights  as  between  themselves. 

ILLUSTRATION- 

A.  filed  his  petition  on  31st  December,  1907,  and  his  Statement  of  Affairs  was  composed 

of  the  following  figures  : — 

£  s.  d. 

Creditors  unsecured 75,000  0  0 

„        partly  secured  by  lieu  on  Shares            . .          . .          . .  40,000  0  0 

„        fully  secured  by  lien  on  Stock    . .          . .          . .          . .  100  0  0 

Liability  on  Bills  Receivable  (estimated  to  rank  £3,500)               .  .  7,000  0  0 

Mortgage  on  Mill           10,000  0  0 

Creditors  payable  in  full         3,000  0  0 

Book  Debts,  good        20,000  0  o 

„            doubtful  and  bad  (estimated  to  produce  £2,000)..  10,000  0  0 

Consignments,  good      . .          . .          . .          . .          . .          . .          . .  5,000  0  0 

Stock  (estimated  to  realise  £40,000) 60,000  0  0 

Shares  (cost  and  estimated  to  realise)         . .          . .          . .          .  .  16,000  0  0 

Cash  at  Bankers            200  0  0 

Bills  of  Exchange         1,300  0  0 

Mill  of  the  value  of         31,000  0  0 

Machinery  (estimated  to  realise  £12,000) 15,000  0  0 

Fixtures  (estimated  to  realise  £1,500)          3,000  0  0 

Cottages  (estimated  to  realise  £3,000)          3,500  0  0 

On  1st  January,  1902,  he  had  a  Capital  of  £50,000.  Profits  were  made  in  the  six  years 
of  £20,500,  after  allowing  interest  on  Capital  £10,000,  and  withdrawals  amounted  to  £63,600. 

Prepare  the  Statement  of  Affairs  and  Deficiency  Account. 
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§  2— The  Accounts  of  a  Trustee  in  Bankruptcy. 

Detailed  accounts  must   be  kept  by  the  Trustee  of  all  his  receipts 
and  payments  in  a  Cash    Book.     This  book   must    be  in   the   prescribed 

form,  and  contain  columns  for  every  class  of  receipt  and   payment.     The 
following  is  the  form  provided  : — 


' 


Tut  ill. 

o 

i 

W 

s 

p 

< 

-(|IO.l  III) 

ton 
jsqouojk 
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At  the  expiration  of  six  months  from  the  date  of  the  Receiving 
Order,  and  every  succeeding  six  months  until  his  release,  the  Trustee 
must  send  to  the  Board  of  Trade  a  duplicate  copy  of  the  Cash  Book  for 
such  period,  together  with  the  necessary  vouchers  and  copies  of  the 
certificates  of  Audit  by  the  Committee  of  Inspection.  One  copy  of 
the  Cash  Book  so  required  will  be  in  the  form  shown  above,  the  other 
copy  is  simply  a  summarised  form  without  the  detail  columns. 

If  the  Trustee  carries  on  the  business  of  the  Debtor  he  must  keep 
a  Trading  Account,  recording  simply  the  cash  receipts  and  payments. 
This  account  must  be  kept  in  the  prescribed  form,  and  only  the  total 
of  the  receipts  and  payments  need  be  inserted  in  the  general  Cash  Book. 

At  the  date  of  declaring  the  first  and  each  subsequent  dividend, 
and  at  the  date  of  application  by  the  Trustee  for  release,  he  must  prepare 
a  summarised  statement  of  receipts  and  payments  in  the  prescribed 
form,  showing  the  position  of  the  estate  at  the  date  in  question.  This 
statement  must  be  sent  to  each  Creditor  who  has  proved,  and  to  the 
Debtor. 


§  3.— Deeds  of  Arrangement. 

Where  an  estate  is  not  going  into  Bankruptcy,  but  a  Trustee  is 
appointed  under  a  private  Deed  of  Arrangement,  it  is  usual  for  a  State- 
ment of  Affairs  to  be  presented  to  the  Creditors,  drawn  up  more  or  less 
on  the  lines  of  a  Statement  of  Affairs  in  Bankruptcy,  but  disclosing 
considerably  less  detail.     A  list  of  Creditors  is  also  usually  furnished. 

The  Trustee  under  a  Deed  of  Arrangement  is  not  compelled  to  keep 
a  columnar  cash  book  similar  to  that  required  to  be  kept  by  a  Trustee 
in  Bankruptcy,  but  he  must  within  30  days  from  the  1st  January  in 
each  year  transmit  to  the  Board  of  Trade  an  account  "of  his  receipts  and 
payments  as  Trustee,  sufficient  indication  being  given  of  each  receipt 
and  payment  to  explain  its  nature. 

Where  trading  is  carried  on,  a  separate  Trading  Account  must  be 
kept,  and  the  totals  entered  in  the  Cash  Account. 
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On  the  payment  of  the  first  and  subsequent  dividends  a  statement 
showing  the  position  of  the  estate  is  sent  to  the  Creditors,  prepared  on 
similar  lines  to  thai  sent  out  by  a  Trustee  in  Bankruptcy, 


§  I. — The  Preparation  of  a  Statement  of  Affairs  of  a  Company 
in  Compulsory  Liquidation. 

Within  14  days  from  the  dale  of  the  Winding-up  Order  a  Statement 
of  Affairs  in  the  prescribed  form  musi  be  submitted  by  the  Directors 
or  Secretary,  or  one  of  the  chief  officers  of  the  Company. 

The  form  of  this  statement  is  similar  to  thai  of  the  Statement  of 
Affairs  in  Bankruptcy,  but  the  principal  point  of  difference  is  that  it 
is  divided  up  into  two  sections,  the  first  showing  the  position  as  regards 
Creditors,  and  the    second    as    regards   Contributories.     The    statement 

must  be  accompanied  by  the  following  schedules  ; 

a.  Unsecured  Creditors. 

b.  Creditors  fully  secured  (not   including   Debenture-holders  . 

c.  Creditors  partly  secured. 

d.  Liabilities    of   Company   on   bills   discounted    other   than    their 

own  acceptances  for  value. 

e.  Other  Liabilities. 

v.     Preferential  Creditors  for  rates,   taxes,  salaries  and   wag 

0.  List  of  Debenture-holders. 
h.     Property. 

i.  Debts  due  to  the  Company. 

j.  Bills  of  Exchange,   Promissory    Notes,   &c,  on    hand   available 

as  assets. 

k.  Unpaid  calls. 

1.  List  of  Founders'  shares. 
m.  List  of  Ordinary  shares. 
n.  List  of  Preference  shares. 
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o.     (!)  Deficiency   account   where    winding-up   order  made    within 
three  years  of  formation  of  the  Company. 
(2)  Deficiency    account    where    winding-up     order     made  more 
than  three  years  after  formation  of  the  Company. 

p.     In  substitution  of  such  of  the  lists  from  A.  to  0.  as  will   have 
to  be  returned  blank. 

The  prescribed  form  of  this  Statement  of  Affairs  and  Deficiency 
Account  is  given  in  the  following  Illustration.  In  addition  to  the  points 
already  dealt  with  under  the  Statement  of  Affairs  in  Bankruptcy,  the 
following  should  be  noted  : — 

The  Debenture-holders  are  not  treated  as  secured  Creditors,  but 
are  shown  in  short  on  the  liability  side,  and  deducted  from  the  gross  assets 
after  the  Preferential  Creditors. 

Unpaid  calls  are  treated  as  an  asset  at  the  amount  which  it  is  expected 
they  will  realise,  but  the  nominal  amount  of  unpaid  capital  liable  to  be 
called  up  is  not  shown  as  an  asset,  but  merely  as  a  note  at  the  foot  of  the 
Statement  of  Affairs.  The  deficiency  on  the  first  portion  of  the  state- 
ment as  regards  Creditors  is  carried  to  the  second  portion  relating  to 
Contributories.  To  it  is  added  the  amount  of  capital  paid  up,  and  the 
two  together  will  give  the  total  deficiency  required  to  be  accounted  for. 


ILLUSTRATION- 

From  the  following  particulars  prepare  Statement  of  Affairs  of  the  General  Trading- 
Company,  Limited,  under  the  Companies  (Winding-Up)  Act,  1890,  as  at  31st  December,  1907, 
the  date  of  the  Winding-Up  Order  : — 


Land  and  Premises  valued  at  . . 

Secured  Creditors  holding  First  Mortgage  on  Land  and  Premises 

Partly  Secured  Creditors  holding  Second  Mortgage  on  Land  and  Premises 

Unsecured  Creditors 

100  6  %  Mortgage   Debentures  of  £100  each,  interest  payable  30th  June  and  31st  December,  paid 

to  30th  June,  1907. 
Liabilities  on  Bills  discounted 

Of  which  it  is  expected  will  rank 
Managing  Director's  Salary,  owing  for  five  months 
Weekly   Wages  unpaid     .. 

Liability  under  Workmen's  Compensation  Act,  1906 
Debtors — Good 

„         Doubtful,  estimated  to  produce  6s.  8d.  in  the  £ 

Bad 

Bills  Receivable — Good 

Bank  Overdraft 

Cash  in  Hand 

Stock  (cost  £15,000)  valued  at 

Issued  Capital — 

100  Founders'  Shares  of  £1  each,  10s.  called  up. 
15,000  Ordinary  Shares  of  £1  each  issued  as  fully  paid 

5,000  Preference  Shares  of  £1  each,  fully  called  up,  on  which  there  are  Calls  in  arrear  of  £150 
estimated  to  produce  £100. 


11,210  0  0 

8,090  0  0 

4,510  0  0 

10,160  0  0 


200  0  0 

100  0  0 

40  0  0 

9,265  0  0 

2,940  0  0 

1,750  0  0 


320 
26 


0  0 

0  0 

0  0 

0  0 
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Dr. 


(II.)     AS    REGARDS    CONTRIBUTORIES. 


Or. 


£      s. 

d. 

£      s.    d. 

£        s 

.    d. 

Capital  issued  and  allotted,  viz.  : — 

Estimated  Surplus  as  above  (if  any) 

100  Founders'  Shares  of  £1  per 

subject  to  cost  of  Liquidation . . 

Share  (          Shareholders). 

(«)  Issued  as  fully  paid. 

Amount  called  up  at  10s.  per 

Share,  as  per  List  "  L  " 

50  0 

0 

15,000  Ordinary  Shares  of  £1  per 

Share  (         Shareholders). 

15,000  0 

0 

(a)  Issued  as  fully  paid. 

Amount  called  up  at  £      per 

Share,  as  per  List  "  M  " 

5,000  Preference  Shares  of  £1  per 

Share  (         Shareholders). 

(a)  Issued  as  fully  paid 

Amount  called  up  at  £1   per 

Share,  as  per  List  "  N  " 

5,000     0 

0 

lb) 

Amount  (if  any)  paid  in  advance 

of  calls          

£20,050     0 

0 

Less  unpaid  calls  estimated  to  be 

irrecoverable 

50     0 

0 

20,000     0     0 
968     0     0 

Total  deficiency  as  explained  in 
Statement  "  O  " 

Add  deficiency  to  meet  liabilities  a 

s  above 

20,968 

3     0 

£20,968     0     0 

£20,968 

D     0 

(a)  Where  capital  is  issued  as  partly  paid  up,  the  form  should  be  altered  accordingly. 

(b)  Add  particulars  of  any  other  capital. 
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§  r>  — The  Accounts  of  a  Liquidator  in  Compulsory  Liquidation. 

These  Accounts  are  similar  to  those  of  a  Trustee  in  Bankruptcy. 
The  Liquidator  must  keep  a  Gash  Book  in  the  prescribed  form,  containing 
columns  for  every  class  of  receipt  and  payment. 

The  following  is  the  form  provided  : — 
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At  the  expiration  of  six  months  from  the  date  of  the  Winding-up 
Order,  and  every  succeeding  six  months  until  his  release,  the  Liquidator 
must  send  to  the  Board  of  Trade  a  duplicate  copy  of  the  Gash  Book  for 
such  period,  together  with  the  necessarj  vouchers  and  copies  of  tin-  Cer- 
tificate of  Audit  of  the  Committee  of  Inspection.  One  copj  of  the  Cash 
Book  so  required  will  be  in  the  form  shown  above,  the  other  copy  being 
simply  a  summarised  form  without  detail  columns. 

If  the  Liquidator  carries  on  business  for  the  Company  he  must  keep 
a  Trading  Account,  recording  simply  the  ("ash  Receipts  and   Payments. 

This  Account  must  be  kept  in  the  prescribed  form,  and  the  weekly  totals 
of  receipts  and  payments  on  Trading  Account  must  be  incorporated  in 
the  ('ash  Book. 

The  Liquidator  must  transmit  to  the  Board  of  Trade  with  his  accounts 
a  Summary  thereof  in  the  prescribed  form,  copies  of  which  are  sent  oul  to 
Creditors  and  Contributories. 

At  the  date  of  application  by  the  Liquidator  for  release,  he  musl 

prepare  a  summarised  Statement  of  Receipts  and  Payments  in  the  pre- 
scribed form,  showing  the  position  of  the  Company  at  that  date. 

Under  section  15  of  the  Companies  (Winding-up)  Act,  isiiu,  if  the 
winding-up  has  not  been  completed  within  one  year,  the  Liquidator  must 
make  the  returns  to  the  Registrar  required  by  the  Bed  ion  in  the  prescribed 

form. 


I  6.     The  Accounts  of  a  Liquidator  in  Voluntary  Liquidation. 

In  a  Voluntary  Liquidation  the  preparation  of  a  Statement  of  Affairs 
and  Deficiency  Account   is  qo1  compulsory,  and  the  Liquidator  is  onrj 

required  to  keep  an  account  of  bis  receipts  and  payments. 

If  the  Liquidation  continues  for  more  than  one  year,  the  Liquidator 
must  summon  a  General  Meeting  of  the  Company  at  the  end  of  the  firsl 

year,  and  of  each  succeeding  \  ear  from  t  he  commencement  of  the  Winding- 
up,  or  as  soon  thereafter  as  may  he  convenient,  and  shall  lay  before  the 
Meeting  an  Accounl  of  his  receipts  and  payments. 
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When  the  Liquidation  is  finally  completed  a  General  Meeting  must 
be  summoned  by  the  Liquidator,  and.  an  Account  laid  before  it  showing 
the  way  in  which  the  property  of  the  Company  has  been  disposed  of. 

Keturns  to  the  Registrar  under  section  15  of  the  Companies  (Winding- 
up)  Act,  1890,  must  be  made  by  the  Liquidator  if  the  Winding-up  is  not 
completed  within  one  year. 

ILLUSTRATION- 

The  X.  Company,  Limited,  went  into  Voluntary  Liquidation  on  the  31st  December, 
1907,  with  Unsecured  Creditors  £3,375,  Preferential  Creditors  £442.  and  6  per  Cent.  Debentures 
£4,000,  secured  by  a  floating  charge  on  the  undertaking,  the  interest  on  which  was  paid  to  30th 
June,  1907. 

The  assets  realised  £7,255,  being  £4,200  from  sale  of  Stock,  £3,030  from  Book  Debts, 
and  £25  cash  in  hand  at  the  commencement  of  Liquidation.  The  Debentures  were  paid  off 
on  30th  June,  1908,  and  a  first  and  final  dividend  distributed  to  Creditors.  Cost  of  Liquidation 
amounted  to  £60  7s.  Od. 

Prepare  the  Liquidator's  Final  Account  for  presentation  to  the  Shareholders,  his.  re- 
muneration being  at  the  rate  of  3  per  cent,  on  the  amount  realised,  and  2  per  cent,  on  the  amount 
distributed  to  Unsecured  Creditors. 


Dr. 


THE    X.    COMPANY,    LIMITED    (IN    LIQUIDATION). 
LIQUIDATOR'S    STATEMENT    OF    ACCOUNT. 


To  Realisation  of  Assets 
Cash 
Stock 
Book  Debts  . . 


25  0 
4,200  0 
3,030     0 


7,255     0     0 


By  Liquidation  Fxpenses 
„    Liquidator's  Remuneration: 
3  %  on  £7,255  realised 
2  %  on  £2,250  distributed 

„    Preferential  Creditors 
„    Mortgage  Debenture- 
holders     . . 
,,    Interest   to   date   of   pay- 
ment 

„    Unsecured  Creditors — ■ 

First  and  Final  Dividend 
of  13s.  4d.  in  the  £ 
on  £3,375       . . 


217  13 
45     0 

0 
0 

4,000     0 
240     0 

0 
0 

Cr. 


£      s.    d. 
60     7     0 


262  13     0 
442     0     0 


Note  to  Illustration. 

The  final  portion  of  the  Liquidator's   Remuneration  will  be  arrived  at  as  follows  : — 

The  Cash  balance  to  be  divided  between  the  Liquidator  and  the  Unsecured  Creditors 
amounts  to  £2,295.  As  the  Liquidator  is  to  receive  2  per  cent,  of  the  amount  distributed, 
the  calculation  for  his  remuneration  will  be  x  2  =  £45 

and  the  amount  to  be  distributed  to  the  Creditors  will  be  ?~   x  100  =  £2,250 
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§  7.--Return  to  Shareholders. 

In  the  event  of  some  Shares  being  fully  paid  up  and  others  only  partrj 
paid  up,  it  will  become  necessary  for  the  Liquidator  to  adjust  the  rights  ol 
the  Contributories  between  themselves,  and  this  may  involve  the  making 
of  a  call  on  those  Shareholders  whose  Shares  are  only  partly  paid  up.  It 
is  essential  that  the  amounts  finally  contributed  by  Shareholders  in  any 
one  class  should  be  equal  as  between  themselves. 

In  the  event  of  a  surplus  remaining  after  all  costs  and  liabilities  have 

been  discharged,  such  surplus   must   be  distributed    between  'lie  Share- 
holders according  to  their  rights   under  the  Memorandum  and  Articles  "I 

Association. 

Shares  which  have  preference  as  to  repayment  of  Capital  should  first 
he  paid  off,  and  if  there  remains  a  further  surplus  after  the  other  Share- 
holders have  received  the  nominal  amount  of  their  shares,  the  origin  of 
such  surplus  must  be  carefully  ascertained. 

Subject  to  the  Articles,  it  may  be  said  that  a  Capital  surplus  will  be 
distributed  among  all  the  Shareholders  pari  passu  according  to  I  he  nominal 
amount  of  their  shares,  irrespective  of  the  class  to  which    they  belong; 

whereas  a  Revenue  surplus  is  distributable  in  the  same  manner  as  profits. 


ILLUSTRATION  - 

The  C;i]»it;il  of  the  Motor  Company,  Limited  (in  Voluntary   Liquidation),  constate 

2,000  Preference  Shares  of  t'">  each,  fully  paid  up. 

8,000  Ordinary  Shares  <>!'  t'">  each,  fully  i»;ii<l  up. 

6,000  Ordinary  Shares  of  E6  each,  U  per  share  i».ii<l  up. 

2,000  Deferred  Shares  ol   SB  each,  u  per  share  paid  up. 

Dnder  the  Articles  of   Association  the  Preference  Shares  have  priority   .»-  to  repayment 
of  Capital  over  the  Ordinary  Shane,  and  the  ■  tadinarj  Shares  prioritj  over  tile  l  deferred  Shares. 

The  Costs  <»r  Liquidation,  including  the  Liquidator's   Remuneration,  amounted  t"  £700, 
and  the  Creditors  to  £8,1 
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The  assets  realised  £18,700.  The  Call  made  by  the  Liquidator  on  the  Deferred  Share- 
holders for  the  adjustment  of  the  rights  of  Shareholders  inter  se  was  fully  paid.  A  Call  of 
15s.  per  share  was  made  on  the  partly  paid  Ordinary  Shareholders,  which  was  duly  paid,  with 
the  exception  of  that  on  200  Shares  which  was  irrecoverable. 

Prepare  the  Liquidator's  Final  Statement  of  Account. 


THE    MOTOR    COMPANY,    LIMITED    (IN    LIQUIDATION). 
Dr.  LIQUIDATOR'S    FINAL   STATEMENT    OF   ACCOUNT.  Cr. 


To  Realisation  of  Assets     . . 

„  Proceeds  of  Call  of  £1  per 
Share  on  2,000  Deferred 
Shares  of  £5  each 

„  Call  of  15s.  per  Share  on 
6,000  Ordinary  Shares 
of  £5  each         . .  . .     4,500     0     0 

Less  Call  unpaid  on  200 

Shares  ..  ..        150     0     0 


£ 
18,700 

s. 
0 

d. 
0 

By  Costs  of  Liquidation 
„  Creditors  paid  in  full 

£      s.   d. 

£      s.    d. 
700     0     0 

8,900     0     0 

2,000 

0 

0 

„  Return  to  Shareholders— 

£5  per  Share  on  2,000  Pre- 
ference   Shares    of    £5 
each,    being    return    in 
full          

10,000     0     o 

4,350 

0 

0 

10s.   per   share   on   8,000 
Ordinary   Shares  of  £5 
each,    leaving    £4    10s. 
per  Share  paid 

4,000     0     0 

5s.    per    Share    on    5,800 
Ordinary   Shares  of  £5 
each,    leaving    £4    10s. 
per  Share  paid . . 

1,450     0     0 

15,450     0     0 

£25,050 

0 

0 

£25,050     0     0 

... 

Note  to  Illustration. 

The  200  Shares  in  respect  of  which  the  Call  is  irrecoverable  will  be  forfeited,  and  con- 
sequently they  will  not  participate  in  the  final  distribution. 


8. — The  Accounts  of  a  Receiver. 


The  Accounts  of  a  Receiver  take  the  form  of  a  record  of  his  receipts 
and  payments,  supported  by  vouchers  and  made  out  in  the  prescribed 
manner.  The  accounts  must  be  verified  by  affidavit,  and  will  be  passed 
periodically  as  directed  by  the  Order  appointing  the  Receiver.  Separate 
accounts  must  be  kept  of  Real  Estate  and  Personal  Estate,  the  forms  of 
which  are  as  follows  : — 
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No.  of 
item. 


PERSONAL    ESTATE. 
Receipts  on  Account  of  Personal  Estate.  Payments  and  Allowances  on  Account  of  Personal  Estate. 


Dale  when 
received. 


Nn tries  of 
Persons  from 
whom  received. 


On  what 
account 
received. 


Amount 
received. 


No.  of 
item. 


Date  when 
paid  or 
allowed. 


Names  of  Per- 
sons to  whom 
paid  or  nllowed, 


For  what 
purpose  paid 
or  allowed. 


Amount  of  balance  due  from  receiver  on  account,  of  real  estate  on  last  account 
Amount  of  receipts  on  the  above  account  of  real  estate 


Balance  of  last  account  paid  into  Court 

Amount  of  payments  and  allowances  on  the  above  account  of  real  estate 

Amount  of  receiver's  costs  of  passing  this  account  as  to  real  estate 


I'.alance  due  from  the  receiver  on  account  of  real  estate 


Amount  of  balance  due  from  receiver  on  last  account  of  personal  estate  . . 
Amount  of  receipts  on  the  above  account  of  personal  estate 

Balance  of  last  account  paid  into  Court 

Amount  of  payments  and  allowances  on  the  above  account  of  personal  estate 

Amount  of  receiver's  costs  of  passing  this  account  as  to  personal  estate  . . 


Balance  due  from  the  receiver  on  account  of  personal  estate 
[Rules  of  the  Supreme  Court,  Appendix  L,  form  14.] 
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CHAPTER    XIV. 


MISCELLANEOUS     ACCOUNTS. 

§  1. — HIRE-PURCHASE    AGREEMENTS,     AND    AGREEMENTS    TO     PAY      BY 

Instalments. 

(a)  Hire-Purchase  Agreements. 

(b)  Agreements  to  pay  by  Instalments. 

2. — Mine  Rents  and  Royalties. 

(a)  Where  the  Minimum  Rent  exceeds  the  Royalty  Rent. 
(6)  Where  the  Royalty  Rent  exceeds  fche  Minimum  Kent. 

3. — Fire  Claims  for  Stock. 

4. — Claims  for  Compensation. 

5.— Treatment  of  Life  Policy    taken  oveb  i\  satisfaction  of 
Debt  Due. 

6. — Treatment  of  Loose  Plant  lnd  Tools  on  Re-valuation. 

7. — Voyage  Accounts. 

8. — Marine  Insi  bance  Accoi  &ts. 

9. — Ledger  Accounts  for  [nyestments. 

10. — Purchase  Day   Boob    lnd  Ledger  combined. 
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11. — Stock  Exchange  Transactions. 

12. — Outstanding  Costs  in  the  Business  of  a  Professional  Man. 

13. — Life  Insurance  Company's  Accounts. 

14. — Accounts  of  Charitable  Institutions. 

(a)  Specified  Forms  of  Accounts. 

(b)  Columnar  Cash  Book, 

(c)  Subscription  Register. 

(d)  Purchase  Journal. 

.15.-  Treatment  of  Share  Profits. 


M ISC KLLAN  HOI'S    ACCOlNTS.  .'Id, 


CHAPTER     XIV. 


MISCELLANEOUS     ACCOUNTS. 

§  1  — Hire=  Purchase    Agreements,  and    Agreements   to    pay  by 
Instalments. 

There  is  a  distinct  difference   between    Hire-Pureha»     Agreement* 
and  Agreements  to  pay  by  Instalments.     In  the  former  case  tin-  legal 

property  in  the  goods  docs  not  pass  until  the  final  instalment  has  been 
paid,  and  if  default  in  the  payment  of  any  instalment  is  made,  the  person 
supplying  the  goods  can  only  demand  the  return  of  such  goods.  In 
the  latter  case,  however,  the  legal  property  in  the  <uh><\>  passes  immediately 
on  delivery  thereof,  and  in  the  event  of  default  in  payment  of  any  of 
the  instalments  an  action  can  be  brought  by  the  vendor  for  the  payment 
of  same. 

<a>    Hire-Purchase  Agreements. 

The  entries  in  the  books  will  be  as  follows: 

(1)  Buyer's  Books.-  It  is  usual  to  make  no  entry  in  respect  of  the 
hire-purchase  until  the  first  payment  becomes  due.  when  a 
journal  entr\  should  be  passed  through  the  books  crediting 
the  Vendor  with  the  full  amount  of  the  payment,  and  debiting 
an  Interest  or  JH ire  Account  with  the  proportion  thereof,  which, 
on  the  assumption  that  the  agreement  will  !»«•  eventually  com- 
pleted, represents  the  cost  of  hiring  the  goods  during  the  period 
covered  by  tin-  payment.  The  difference  between  the  total 
of  each  payment  and  the  amount  thereof  debited  to  Interest 
Account  will  represent  the  proportion  of  the  asset  actually 
purchased  in  respect  of  that  payment,  presuming,  as  in  the 
case  of  interest,  that  the  agreement  will  be  ultimately  fulfilled. 

t   2 
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The    apportionment    of    each   instalment  as    between    interest 
and  capita]  will  be  calculated  as  follows  : — 

The  buyer  should  ascertain  what  it  would  cost  to  purchase 
the  article  for  cash  ;  this  figure  will  represent  the  present  cash 
value,  and  will  form  the  basis  for  the  calculation  of  interest. 
He  will  also  ascertain  the  rate  of  interest  which  is  being  charged 
by  the  seller  in  respect  of  the  hire.  As  regards  the  first  instal- 
ment, interest  at  the  ascertained  rate  will  be  calculated  on 
the  ascertained  present  value  of  the  article  for  the  period  of 
the  rest.  The  figure  thus  arrived  at  will  represent  the  revenue 
charge,  and  the  balance  of  the  instalment  will  be  treated  as 
capital.  In  the  case  of  the  second  instalment,  interest  at  the 
fixed  rate  will  be  calculated  on  the  cash  value  of  the  article, 
less  the  proportion  of  the  first  instalment  which  was  treated 
as  capital.  All  further  instalments  will  be  treated  in  the  same 
method.  After  the  last  instalment  has  been  paid,  the  balance 
on  the  Asset  Account  will  be  found  to  equal  the  original  cash 
value,  if  depreciation  has  not  been  provided  for  ;  but  as  this 
figure  will  be  in  excess  of  the  true  value  of  the  asset  at  that 
date,  provision  for  depreciation  should  have  been  made  during 
the  term  of  the  agreement,  the  calculation  being  based  on  the 
cash  value,  and  not  on  the  amounts  paid. 

ILLUSTRATION- 

A  Colliery  Company  hires  Wagons  on  the  Ilire-Purchase  system  over  a  term  of  two 
years,  starting  on  1st,  January,  1907.  The  instalments  of  £400  each  are  payable  half-yearly. 
The  present  cash  value  of  the  Wagons  is  £1,487,  and  the  Wagon  Company  charge  interest 
at  the  rate  of  6  per  cent,  per  annum,  working  on  half-yearly  rests. 

Make  the  necessary  Journal  entries  to  record  these  transactions  in  the  books  of  the  Colliery 
Company,  distinguishing  between  Capital  and  Revenue. 


Sundries  : — 

To  Wagon  Co.  

Wagon   Account 

Wagon  Hire  Account  (6%  for  6  months  on  £1,487) 


£      s.    d. 
400     0     0 


1907. 
Dec.    31 


Sundries  : — 

To  Wagon  Co.  

Wagon  Account 

Wagon  Hire  Account  (C  %  for  6  months  on  £1,131  12s.  2d.) 


£      s.    d. 

£      s.    d. 

400     0     0 

366     1     1 

33  18  11 
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1908. 
June  S 


„      ,  .  £       8.   d. 

Sundries  : —  i>r 

To  Wagon  Co. 
Wagon  Account        ..         ..         ..         ..         ..         ..         ..         ..         ..  :•--    o    - 

Wagon  Eire  Account  (0  %  for  »i  months  on  £765  lis.  Id.) 


£ 
Sundries:—  D 

To  Wagon  Co.  

Wagon    Lccouni 

Wagon   Hire    Icconnt  (6%  foi  6  months  on  £888   Los.  Bd.)  ..  n 


(2)  Seller's  Books,—  The  seller  should  keep  a  special  Sales  Day  Book 
for  all  sales  under  Hire-purchase  Agreements,  and  he  should 
enter  therein  full  particulars  of  the  terms.  The  amount  extended 
in  this  book  should  be  the  presenl  cash  value,  which  should 
be  debited  to  the  buyer  and  credited  to  Sales  Account.  As 
each  instalment  falls  due,  an  entry  should  be  passed  through 
a  speeial  Interest  Journal,  debiting  the  particular  customer 
concerned  with  the  interest  upon  the  balance  of  the  account. 
The  total  of  this  Special  Journal  will  be  posted  periodically  to 
the  credit  of  Interest  Account.  It  will  be  seen  that  by  this 
method  the  seller  takes  credit  through  the  Sales  Account  for 
profit  equal  to  that  which  he  would  have  made  had  he  sold 
the  articles  in  question  for  cash,  and  as  regards  the  interest 
he  takes  credit  for  a  proportionate  amount  as  each  instalment 
becomes  due. 

As  there  is  no  legal  conveyance  of  the  noods  to  the  buyer 
under  the  agreement,  the  seller  may  be  forced  to  receive  back 
the  goods  in  lieu  of  the  balance  of  the  account  at  any  time. 
and  consequently  it  is  necessary  tor  him  to  make  a  reserve 
against  possible  loss  in  this  direction. 

iLLUSTRATION- 

r.  White  enters  into  a   Eire-Purchase  Agreement  with  Messrs.  A..,  B.,  and  Co.,  extending 

over   ;i    period    of    t  \\  t >   years. 

1*.  White  agrees  t"  paj  half-yearly  instalments  <>t   B20  each.     The  presenl  oash  rains 
of  the  goods  i-  £74  7s.  0d.,  and  (he  interest  charged  i-  at  the  rate  of  »'  per  sent  pei  annum. 

show  P.  White's  Account  in  the  hooks  <.i   Messrs.    \  .  B.,  and  i 
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P.    WHITE. 

Agreement  No.   72  (four  half-yearly  payments  of  £20). 


(b)   Agreements  to  pay  by  Instalments. 

As  the  legal  property  in  the  goods  passes  by  mere  delivery,  the  seller 
becomes  the  creditor  of  the  buyer. 

(1)  Buyer's  Boobs. — As  soon  as  the  agreement  to  purchase  goods 
on  the  instalment  principle  has  been  entered  into,  the  buyer 
should  pass  an  entry  through  his  journal,  crediting  the  Vendor 
with  the  total  of  all  the  instalments  which  will  have  to  be  paid, 
debiting  the  Asset  Account  with  the  present  cash  value  thereof, 
and  an  Interest  Suspense  Account  with  the  difference  between 
the  present  value  of  the  asset  and  the  total  amount  of  the 
instalments. 

As  each  instalment  becomes  due,  an  amount  should  be 
written  off  the  Interest  Suspense  Account  representing  the 
proportion  of  interest  on  the  instalment,  and  debited  to  Profit 
and  Loss.  When  the  instalment  is  paid,  Gash  will  be  credited, 
and  the  Vendor's  Account  debited. 

Depreciation  should  be  taken  into  account  year  by  year, 
so  that  when  the  last  instalment  has  been  paid  the  balance 
of  the  Asset  Account  will  stand  in  the  books  at  the  actual  value 
as  at  that  date. 
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ILLUSTRATION- 

X.  purchases  on  the  1st  January,  L907,  some  goods,  arranging  t"  pay  t"i  the  sami 
;i  period  <»i'  i  w o  yean  by  half-yearly  instalments  of  £120.     The  Company  supplying  the  goods 
charge  interest  ;it  the  rate  of  r>  per  oent.  per  ;iiimun,  and  the  present  cash  ralue  ■  <!  th< 
is   £446  l's.   Od. 

show  Interest  Suspense  Account  in  the  books  of  X. 


The  Total  amount  of  the  Instalments  comes  to 18 

From  which  must  !><•  deducted  the  present  cash  wdue  of  the  goods   *  * •  ■     I    0 


Leaying  the  total  charge  tor  interest 


£39  18     'I 


(2)  Seller's  Books.— As  soon  as  the  agreement  lias  been  entered 
into,  the  seller  will  make  a  journal  entry  in  his  books,  debiting 
the  buyer  with  the  full  amount  of  all  the  instalments  which 
will  have  to  be  paid,  and  crediting  Salee  Account  with  the  present 
cash  value,  and  [nteresl  Suspense  Account  with  the  total  amount 
of  interest  chargeable,  being  the  difference  between  the  total 
amount  payable  by  the  buyer  am'  the  present  cash  value  As 
each  instalment    becomes  <lne.  a   proportionate  amount  of  the 
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interest  will  be  written  off  to  the  credit  of  Profit  and  Loss  Account, 
and  as  the  various  instalments  are  paid  Cash  will  be  debited 
and  the  Buyer's  Account  credited. 

By  this  method  the  seller  will  take  credit  through  the 
Sales  Account  for  profit  equal  to  that  which  he  would  have 
made  had  he  sold  the  article  in  question  for  cash,  and  as  regards 
the  interest  he  takes  credit  for  a  proportionate  amount  as  each 
instalment  becomes  due.  The  balance  of  the  Buyer's  Account 
at  any  time  will  show  the  balance  still  payable  under  the  agree- 
ment. 

It  will  be  necessary  to  make  ample  reserves  in  lieu  of 
possible  bad  debts  on  these  transactions,  and  unless  the  seller 
is  in  possession  of  sufficient  working  capital  it  may  be  inadvisable 
to  take  credit  for  the  whole  profit  on  the  sale  in  the  Profit  and 
Loss  Account  of  the  year  in  which  the  sale  was  effected.  Any 
proportion  of  the  profit  thus  carried  forward  should  be  credited 
to  a  Special  Suspense  Account. 


§  2. — Mine  Rents  and  Royalties. 

The  rent  of  a  mine  is  rarely  fixed  in  amount,  but  is  generally  in  the 
nature  of  a  royalty  based  on  the  output.  In  such  cases  there  is  usually 
a  clause  in  the  lease  fixing  a  Minimum  or  Dead  Kent,  which  must  be  paid 
whatever  the  output  may  be.  This  Minimum  Rent  merges  into  a  Royalty 
Rent,  so  that  the  actual  rent  paid  is  either  the  Minimum  or  Royalty 
Rent,  whichever  is  the  greater.  Another  clause  frequently  found  in  mine 
leases  is  that  dealing  with  Short  Workings,  which  provides  that  where 
the  Royalty  Rent  based  on  the  output  is  less  than  the  Minimum  Rent, 
such  difference  may  be  recouped  subsequently  when  the  Royalty  Rent 
exceeds  the  Minimum  Rent.  A  fixed  limit  of  time  is  given  within  which 
to  recoup  these  Short  Workings,  or,  as  they  are  sometimes  called,  Redeem- 
able Bead  Rents.  It  should  be  remembered  that  the  Landlord  will  not 
in  any  period  receive  in  cash  an  amount  less  than  the  Miminum  Rent 
for  that  period. 
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The  entries  in  the  Mine   Books  will  be  as  follows  :— 

(a)  Where  the  Minimum  Rent  for  any  particular  period  exceeds  the  Royalty  Rent. 

(1)  Debit  Minimum  Rent  Account  and  credil  the  Landlord's  Account. 

(2)  Ascertain  what   the    Royalty  Rent    amounts   to,  and    debit    the 

Royalties  Account  and  credil  Minimum  Rent  Account  with 
the  same.     The  Royalties  Account   will  be  written  off  to  Profit 

arid   Loss. 

(3)  The  balance  of  the  Minimum  Rent  Account   will   represent   the 

amount  by  which  the  Dead  Rent  exceeds  the  Royalty  Rent,  and 
will  be  transferred  to  Short  Workings  Account,  and  recouped 
subsequently  where  possible. 

(b)  Where  the  Royalty   Rent  exceeds  the  Minimum   Rent. 

In  this  case  the  Minimum  Rent  Account  can  be  dispensed  with 
altogether,  and  the  entries  will  be  as  follows:— 

(1)  Debit  the  Royalties  Account   and  credit    Landlord's   Account. 

(2)  Credit  Royalties  Account  and  debit  Protit  and   Lose  Account. 

(3)  The  Landlord's  Account  will  be  closed  l>\   the  paymem    «t  cash, 

and  the  adjustment  of  Short  Workings,  recoverable  (it   any). 

Where  it  is  impossible  to  recoup  Short  Workings  within  the  specified 
period,  the  balance  of  this  account  can  no  Longer  be  treated  as  an  asset 
on  the  Balance  Sheet,  but  must  be  written  off  to  Profit  and  Loss  Account. 
In  practice  the  balance  of  the  Short  Workings  Account,  although  treated 
as  an  asset  in  the  Balance  Sheet,  is  generally  reserved  for  to  the  full  amount. 
The  terms  Tent  ail  or  Acreage  Rents  arc  sometimes  used  in  place  of 
the  term  Royalty  Rent. 

ILLUSTRATION- 

A  Colliery  Company  are  leasees  ol  a  mine  at  a  Dead  Seal  ol  £2, r  annum,  m< 

into  a  Royalty  of  eightpenoe  per  ton.  Dead  Kent  paid  in  excess  of  actual  Royalties  is  recoverable 
thereout  during  the  aexl  Ave  yean  succeeding  the  year  in  respect  ol  winch  such  exoess  irae 
paid.  The  iirst  v.ar  in  respect  <>i  which  the  Dead  Cent  waa  payable  expired  on  31st  December, 
isiis.      The  excess  paid  in  respect  "i  the  first  year  traa  £2,000;    "f  the  second  year  £1,450; 
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and  of  the  third  year  £350.  In  the  fourth  year  the  actual  Royalties  amounted  to  £2,750  ; 
in  the  fifth  year  to  £3,250  ;  in  the  sixth  year  to  £3,600  ;  and  in  the  seventh  year  (in  consequence 
of  a  strike)  to  £1,850  only.  Show  Ledger  Accounts  recording  these,  transactions  in  the  books 
of  the  Colliery,  carrying  forward  each  year  as  an  asset  the  excess  of  Dead  Rents  paid  recoverable 
in  subsequent  years. 


Dr. 


DEAD    RENT   ACCOUNT. 


Cr. 


L898. 
Dec.  SI 

To  Landlord 

To  Landlord 

To  Landlord 

To  Landlord 

£ 
2,000 

S. 
0 

d. 

0 

1898. 
Dec.  31 

1899. 
Dec    31 

1900. 
Dec.  31 

1904. 
Dee.    31 

By  short  Workings 

By  Royalties 
,,     Short  Workings. . 

ISv    Knvalt  ies 

,,'    Short  Workings 

By  Royalties 
„    Short  Workings 

£ 
2,000 

s.   d. 
0     0 

1899. 
]).•(■.    :;i 

£ 
2,000 

s. 
0 

d. 

0 

£ 

550 

1,450 

s.   d. 
0     0 
0     0 

£2,000 

0 

0 

£2,000 

0     0 

1900. 
Dec.  31 

£ 
2,000 

s. 
0 

d. 
0 

£ 

1,050 

350 

S.    d. 
0     0 
0     0 

£2,000 

0 

0 

£2,000 

0     0 

1904. 
Dec.   31 

£ 
2,000 

s. 
0 

d. 
0 

£ 

1,850 

150 

s.   d. 

0     0 
0     0 

£2,000 

0 

0 

£2,000 

0     0 

Dr. 


ROYALTIES    ACCOUNT. 


Cr. 


1S99. 
Dec.   31 

To  Dead  Rent 
To  Dead  Rent 

To  Landlord 

To  Landlord 

To  Landlord 

To  Dead  Rent 

£ 
550 

s.    d. 
0     0 

1899. 
Dec.   31 

1900. 
Dec.   31 

1901. 
Dec.   31 

1902. 
Dec.   31 

1903. 
Dec.  31 

1904. 
Dec.  31 

By  P.  &.  L 

By  P.  &  L 

By  P.  &  L 

By  P.  &  L 

By  P.  &  L 

By  P.  &  L 

£      s.   d. 
550     0     0 

•900. 
Dec.   31 

£ 
1,650 

s.    d. 
0     0 

£      s.    d. 
1,650     0     0 

1901 
Dec.   31 

£ 
2,750 

s.    d. 
0     0 

£      s.    d. 
2,750     0     0 

1902. 
Dec.  31 

£ 
3,250 

s.    d. 
0     0 

£      s.    d. 
3,250     0     0 

1903. 
Dec.  31 

£ 
3,600 

s.   d. 
0     0 

£      s.    d. 
3,600     0     0 

1904. 
Dec.  31 

£ 
1,850 

s.    d. 
0     0 

£      s.    d. 
1,850     0     0 

Dr. 


SHORT   WORKINGS    ACCOUNT. 


Cr. 


1898. 

£      s.    d. 

1901. 

£      s.   d. 

Dec    31 

To  Dead  Rent 

2,000     0     0 

Dec.   31 

By  Landlord 

750     0     0 

1899. 

1902. 

Dec.   31 

1,450     0     0 

Dec.    31 

1,250     0     0 

1900. 

1903. 

Dec.   31 

350     0     0 

Dec.   31 

1,600     0     0 

1904. 

1904. 

Dec.  :;i 

150     0     0 

Dec.  31 

„    Balance 

350     0     0 

£3,950     0     0 

£3,950     0     0 

190."). 

£      s.    d. 

Jan.      1 

To  Balance 

350     0     0 

Dr. 


MIS<    KU.ANKOIS    A<  VOl'NTS. 

LANDLORD'S    ACCOUNT. 


31fi 


Dec.  31 

To  Cash 

t89fl 
Deo.   31 

To  Cash 

1900. 
Dee.  31 

To  Cash 

1901. 

Dec     11 

To  Cash 
„    Short  Working 

1902. 
Dec.   31 

TO   Cisli 

..    Short  Workings 

LOOS, 

..    short  Workings 

1904. 
Dec.   31 

To  Caen 

8,000 

B. 

0 

d. 

II 

Do        : 

^.iiiiii 

o 

.1 

0 

1..  .        i 

Jl 

2,000 

o 

d. 

(i 

1900 
Dee.  :;i 

2, 

760 

a. 
n 
0 

d. 

ii 
ii 

1001. 

iii,7."»ii 

0 

ii 

£ 
2,000 
1,250 

0 
0 

(i 
0 

L008 

Dei       i 

t:!,250 

0 

i) 

E 

2,000 
1,600 

s. 
it 

il. 
0 

100  1 

Dei       i 

£3,600 

0 

ii 

£ 
2,000 

- 

II 

.1 
ii 

1004, 
Dec.   31 

:     It.nl     \,,-.,up,t 

I   Rent    loeoanl 
i  Etenl    \ • .  •  .mi r 

■  in.  -   keeoonl 

■  in.  •    Iccoonl 
,iti,-    Loconnl 

By  Dead  Benl 


I 

J. .MM! 

u 

•1 
'I 

2,000 

0 

.1 

£ 

'1 

(1 

II 

0 

'I 

.1 

'1 

II 

,1 

0 

.1 

§  3.     Fire  Claims  for  Stock. 

Where  a  portion  of  the  stock  of  a  trader  is  destroyed  by  fire  and 
the  exact  value  thereof  is  unknown,  the  usual  met  hod  of  ascertaining 
the  amount  of  the  claim  is  to  prepare  an  estimated  Trading  Account 
for  the  period  since  the  last  accounts  were  drawn  out.  The  average 
rate  of  gross  profit  on  turnover  for  past  years  will  be  ascertained,  and 
the  percentage  so  arrived  at  calculated  on  the  sales  for  the  particular 
period  under  review  will  be  considered  to  represent  the  estimated  gross 
profit  for  the  period.  The  balance  of  the  account  will  then  show  the 
estimated  stock  which  was  damaged  and  destroyed. 

Any  partially  destroyed  stock  will  be  valued,  and  the  amount 
deducted  from  the  amount  of  the  estimated  stock.  The  resulting  figure 
will  represent  the  claim  to  be  made  against   the  Insurance  Company. 

ILLUSTRATION- 

.Inlin  Smith  carries  on  business  ae  a  limbec  ■ferohant.  On  31st  March,  1908,  .i  die 
occurred  al  his  yard,  and  the  greater  portion  <>i  his  stock  u;i~  destroyed,  the  value  ol  the  portion 
salved  being  £600.  His  books,  however,  were  saved,  and  from  these  it  appealed  thai  on 
1st  January,  1908,  bis  Btock  amounted  to  £3,000.  The  purchases  to  31st  March  wen 
whilst  the  sales  were  £7,200.  From  an  examination  oi  hia  accounts  floi  the  previous  Urn-.- 
years  it  appears  thai  the  gross  profit  on  the  Bales  was  26  per  cent.     He  i-  insured  againsl  iir.-. 

Prepare  a  Statement  showing  what  amount  he  should  claim  from  the  Insurance  Company. 


316  BOOK-KEEPING    AND    ACCOUNTS. 

JOHN     SMITH. 
Dr.         Estimated  Trading  Account  for  three  months  ending  31st  March,    1908. 


Or. 


To  Stock  at  1st  January,  1908  . . 
„   Purchases 

,,    Estimated  Gross  Profit,  being  2f>  % 
on  £7,200 

£      s.    d. 
3,000     0     0 
5,000     0     0 

1,800     0     0 

By  Sales             

,,    Estimated  Stock 

£      s.    d. 
7,200     0     0 
2,600     0     0 

£9,800     0     0 

£9,800     0     0 

The  above  Account  shows  the  Stock  to  be  of  the  Estimated  Value  of  £2,600  at  the  date 
of  the  fire.  The  value  of  the  stock  salved  being  agreed  at  £600,  claim  will  be  made  against 
the  Insurance  Company  for  £2,000. 


§  4  —Claims  for  Compensation. 

Professional  Accountants  are  constantly  being  required  to  prepare 
Accounts  substantiating  claims  for  compensation,  either  for  personal 
injuries  sustained,  or  for  damages  in  respect  of  destruction  or  disturbance 
of  business. 

In  the  case  of  a  claim  for  damages  in  respect  of  personal  injuries 
sustained,  the  chief  points  to  be  considered  are  : — 

(1)  The  plaintiff's  actual  income  from  his  business. 

(2)  The  extent  of  the  injuries  sustained.     If  these  are  such  as  to 

totally  disable  the  plaintiff  from  attending  to  his  business, 
he  will  be  entitled  to  a  much  larger  sum  by  way  of  damages 
than  if  the  disablement  were  only  partial. 

(3)  Whether  the  plaintiff  can  easily  realise  the  full  amount  of  the 

Capital  in  his  business,  or  whether  a  loss  will  be  made. 

The  claim  is  often  made  by  way  of  an  Annuity. 
Where   the    claim   for   compensation   is   on   account   of   destruction 
or  disturbance  of  business,  the  chief  points  to  take  into  account  are  : — 

(1)  The  Loss  on  Trading  which  it  is  anticipated  will  be  sustained. 

(2)  If  it  is  a  question  of  compulsory  sale  of  a  Lease,  the  period  and 

terms  of  the  Lease. 

(3)  The  probaole  loss  on  Fixtures  and  Fittings. 

(4)  The  loss  in  respect  of  compulsory  sale  of  stock  (if  any). 

(5)  Loss  of  Beneficial  Interest  through  compulsory  removal. 

In  order  to  arrive  at  the  probable  loss,  proper  accounts  will  have 
to  be  prepared  for  the  last  three  or  four  years,  and  the  claim  will  be  based 
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on  between  three  and  four  years' purchase  of  fche  average  profits  bo  arrived 

at.      Very  often   an  additional    amount    is  all. .wed   bo  tin-  claimant   to 
compensate  him  for  the  compulsory  sale  of  the  premis< 

ILLUSTRATION- 

A.  I!.,  an  [ronmonger,  carried  on  business  upwards  ol    18  yean  in  premises  situate  in 

High    Street,    well    lilted    up    ;ill(l    Well    stueke.l.    heM    lllnlel'    :i    (6886,    "I    wllieli    1 1  i  !■•      \«.n-    .i|e    in, 

expired,  and  ;it  an  annual  renl  of  £260.  The  property  being  require. I  for  street  improvements, 
A.  B.,  having  received  due  notice  from  the  proper  Authority,  claims  compensation  i"i  dis 
turhance.  If  A.  B.'s  Solicitor  wen-  t<.  instruct  yon  to  prepare  a  Statement  >•!  Claim,  what 
Accounts  would  yon  prepare  .' 

state  the  grounds  upon  which  the  claims  would  be  based,  and,  by  means  ol  assumed 

figures,   make  out    a  Statement    Bhowing  tlie  items  of  which   it    would   he  composed 

Trading  and  Profit  ami  Loss  Accounts  would  he  prepared  for  three  or  lis.-  years,  according 
to  the  circumstances  <>t  the  case.  The  Compensation  claim.-. I  would  be  based  in  rasped  ol  the 
following  los.ses  : — 

( I )  Loss  of  Beneficial  Interest  through  oompulsorj  removal,  w  bich  may  <>t  may  not  amount 

to  the  entire  Goodwill,  according  to  the  circumstances  of  the  case. 
(•2)  The  present  value  of  the  Lease,  plus  la  per  cent,  for  compulsory   removal 
(.'{)  Loss  on  fixtures  according  to  the  facts  <>r  the  case. 
(t)  Loss  in  respect  of  compulsory  sale  of  Btocb  (if  any). 
The   Statement    of  Claim   might    take   the   following   form: 
STATEMENT   OF   CL  MM 
for  Compensation  i\   resp Compulsori    Removal. 

|m  Loss  in  respect  oi  Beneficial  Interest,  3  years' average  net  profits  a    per  accounts  enclosed. . 

..  Present  value  "i   Lease,  plus  n»  ",,  for  compulsorj   removal 

,,  Loss  on   Fixtures        ' 

.,  Loss  In  respect  "i  compulsory  sale  oi  Meek 

Dotal   »  lain. 


§  ">.     Treatment    of    Life    Policy   taken    over   in    satisfaction    of 
debt  due. 

The  method  of  treating  ;>  Life  Insurance  Policy  taken  over  in  lull 
satisfaction  of  a  debt  due  will  depend  to  a  large  extent  on  the  nature 
of  the  Policj  and  the  surrender  value  thereof.  It  may  be  prudent  t<> 
realise  the  Policy  and  write  off  the  difference  between  the  amount  thus 

obtained  and  the  amount  of  the  loan,  to  Profit  and  Loss  Account  as  a 
had  debt,  or  it  may  be  advisable  to  keep  the  Policy  alive  l>\  continuing 
to  pay  the  annual  premiums  as  ami  when  th<\  become  due.  In  thi^ 
latter  ease  the  best  method  is  to  reserve  <>ui  of  |»r.>tits  an  amount  equal 
to  the  difference  between  the  surrender  value  of  the  Policy  ami  the  amount 


'!, 

.1 

.1 

1. 

.1 

" 

>i 

'1 

o 
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of  the  debt  due,  having  transferred  the  balance  of  the  Debtor's  Account 
to  a  Policy  Account. 

Each  year  as  the  Premiums  are  paid  the  Policy  Account  will  be 
debited  therewith,  and  at  the  same  time  an  adjusting  entry  will  be  made 
so  as  to  leave  the  difference  between  the  Policy  Account  and  the  Reserve 
Account  at  the  actual  surrender  value  of  the  Policy. 

ILLUSTRATION- 

F.  Smith  owes  £1,000  to  John  Black  for  goods  supplied,  but  as  he  is  unable  to  pay  the 
debt  he  agrees  to  assign  his  Life  Insurance  Policy  to  J.  Black  as  at  1st  January,  1905. 
The  Policy  is  for  £1,800  without  profits,  payable  at  the  age  of  55  or  death,  and  carries  an  annual 
premium  of  £90. 

Smith's  present  age  is  47,  and  the  Surrender  value  of  the  Policy  is  £607.  John  Black 
elects  to  keep  the  Policy  alive  by  paying  the  annual  premiums  as  and  when  they  become  due, 
and  in  consequence  pays  the  first  premium  of  £90  on  the  31st  December,  1905,  and  subsequent 
premiums  on  the  same  date  each  year. 

The  Surrender  value  of  the  Policy  as  at  31st  December,  1905,  was  £658  ;  at  the  31st 
December,  1906,  £720  ;   the  31st  December,  1907,  £800  ;   the  31st  December,  1908,  £898. 

F.  Smith  dies  on  the  4th  January,  1909,  and  the  Policy  money  is  duly  paid  by  the 
Insurance  Company. 

Show  the  Accounts  recording  these  transactions  in  the  books  of  John  Black. 

JOHN    BLACK'S    LEDGER 


Br. 

F.    SMITH'S 

ACCOUNT. 

Cr. 

1905. 
Jan.     1 

To  Balance  due 

£      s.    d. 
1,000     0     0 

1905. 
Jan.     1        By  Policy  Account 

£       s.    d. 
1,000     0     0 

1      £1,000      0     0 

£1,000     0     0 

Br. 

POLICY  ACCOUNT. 

Cr. 

1905. 
Jan.      1 
Dec.  31 

To  Balance     . . 

„    ('ash 

To  Balance     .  . 
„    Cash 

To  Balance     . . 
„    Cash 

To  Balance 

„     Cash 

To  Balance     . . 
,,    P.  &  L.  Account 

£      s.    d. 

1,000    o      (i 

90     0     0 

1906. 
Dec.  31 

1906. 
Dec.  31 

1907. 
Dec.   31 

1908. 
Dec.    31 

1909. 
Jan.   4 

By  Balance 
.  By  Balance 
By  Balance 
By  Balance 
By  Cash    . . 

£ 
1,090 

s.    d. 

0      0 

£1,090     0     0 

£1,09,» 

0      0 

1906. 
Jan.     1 
Dec.  31 

£      s.    d. 

1,090     0     0 

90     0     0 

£ 
1,180 

s.    d. 
0     0 

£1,180     0     0 

£1,180 

0     0 

1907. 
Jan.      1 
Dec.  31 

£      s.    d. 
1,180     0     0 

90     0     0 

£ 
1,270 

S.     (1. 

0     0 

£1,270     0     0 

£1,270 

0      (I 

L908. 
Jan.     1 
Dec.   31 

£      s.    d. 

1,270     0     0 

90     0     0 

£ 
1,360 

s.    d. 
0     0 

£1,360     0     0 

£1,360 

0     0 

1909. 
Jan.     1 
Dec.  31 

£      s.    d. 

1,360     0     I) 

440     0     0 

£ 
1,800 

s.    d. 
0     0 

£1,800     0     0 

£1,800 

0     0 

I)r. 
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RESERVE    ON    POLICI    A.CCOHN  l 
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Or. 


190-,. 

Dec.  SI 

To  Balance 

To  Balance 

To  Balance       

To  P.  &   l..  Ace t    . . 

..    Balance       

To  P.  A  L.  Account    . . 

432 

B. 

0 

d. 
0 

Jan.     i 
Dec.  81 

1900. 

Jan.     i 

1907. 
Jan.      1 
Dec.  81 

1008 
Dec.  31 

i 

Jan.     l 

Bj    Balano 

P  a    i.    Locounl 

0 

0 

1906. 
Deo.  81 

460 

B. 
0 

d. 

0 

Bj    Balano 

,,    P.  a  ].   Account 

£460 

II 

■ 

]ii(i7. 

Dee.  :;i 

£ 

470 

B. 

0 

d. 

II 

By  Balano 
„    P.  A  1.   Account 

£470 

0 

II 

1008. 
Dec.  31 

£ 

- 
162 

6 

0 

(1. 

0 

II 

By   Balance    .. 

£470 

ii 

0 

L009 
Dec.  31 

£ 
462 

B. 
0 

d. 

0 

By  Balance    .. 

£462 

n 

0 

I 


n 

ci 

0 

0 

0 

II 

.1 
II 

0 

1 

111 

I'- 
ll 

II 
II 

£47n 

'1 

47ii 

.1 

0 

0 

0 

■ 

II 

■1 

II 

II 

II 

Vote  to  Tttu8traiion. 

It  will  in-  seen  thai  each  year  an  amount  is  debited  or  credited,  as  the  case  maj  be,  to  the 
Reserve  Account,  so  as  to  leave  the  difference  between  the  balance  of  the  Policj  Aooount  and 
this   Reserve  Account1  a1   the  Surrender  value  of  the  Policy. 

During  the  year  1908  the  Surrender  value  of   the  Policj  increased  bj  mount 

than  the  annual  premium,  and  in  consequence  an  amount  was  written  on  the  Reserve  aVooounl 
lu  the  credit  of  Profit  and  Loss. 

There  arc  several  oilier  methods  of  treating  Life  Policies  taken  over  in  satisfaction  ol 
delits  due,   hut  the  above  is  that    recommended. 


§  u\— Treatment  of  Loose  Plant  and  Tools  on  Re= valuation. 

In  an  Engineering  business,  or  concerns  of  a  similar  nature,  ii  is  cus- 
tomary to  re-value  the  loose  plant  and  tools,  &c,  each  year,  and  in  this 
way  to  provide  for  depreciation  in  respect  thereof. 

It  often  happens,  however,  thai  the  value  of  this  loose  plant  is  greater 
at  the  v\n\  of  the  year  than  it  is  at  the  commencement.  This  is  nol  due 
to  appreciation  in  any  way.  hut  to  the  fad  that  the  stock  is  greater  al 
the  end  than  the  beginning. 

Such  increase  will  arise  where  loose  plant,  &c,  has  been  made  in  the 
works  during  the  period,  and  the  ex]  enditure  occasioned  thereby  has  been 
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included  in  the  total  figure  ot  materials  and  wages.  Thus  the  Asset 
Account  has  not  been  increased  as  it  would  have  been  had  the  expenditure 
been  directly  allocated. 

The  best  method  of  treating  these  items  at  the  commencement  and 
end  of  the  period  is  to  pass  the  same  through  the  Trading  Account  in  the 
same  way  as  ordinary  Stock-in-Trade,  as  this  account  has  been  charged 
with  the  cost  by  way  of  materials  and  wages. 

Similar  treatment  may  apply  to  such  items  as  models,  patterns,  &c. 

ILLUSTRATION- 

From  the  following  Trial  Balance  of  the  Northern  Foundry  and  Engineering  Company, 
Limited,  at  30th  June,  1907,  make  up  Trading  Account,  Profit  and  Loss  Account,  and  Balance 
Sheet.  The  nominal  Capital  of  the  Company  is  £50,000,  divided  into  £30,000  Ordinary  Shares 
of  £1  each,  and  20,000  Six  per  Cent.  Cumulative  Preference  Shares  of  £1  each. 


TRIAL   BALANCE    30th   June,    1907. 


£ 

s. 

d. 

£ 

s. 

d. 

25,000  Ordinary  Shares  of  £  l  each,  16s.  paid 

20,000 

0 

0 

15,000  6  %  Cumulative   Preference  Shares  of  £1  each,  fully  paid 

15,000 

0 

0 

4  %  First  Mortgage    Debentures   .. 

20,000 

0 

0 

Freehold  Land  and  Buildings 

18,000 

0 

0 

Fixed  Plant  anil  Machinery           . .          . .         , . 

12,000 

0 

0 

Loose  Plant  and  Tools,  Models  ami   Patterns 

8,000 

0 

0 

Stock  in-Trade,  30th  June,  1906 

21,000 

0 

0 

Sales 

63,400 

0 

0 

Purchases 

31,500 

0 

0 

Wages 

17,500 

0 

0 

Carriage  and  Cartage 

2,500 

0 

0 

Returns  and  Allowances 

1,500 

0 

0 

Discounts 

600 

0 

0 

Salaries  and  Travelling   Expenses 

3,900 

0 

0 

Kates,  Gas,  Klectric  Light  and  Water 

1,400 

0 

0 

Printing,  Stationery  and  Advertising 

550 

0 

0 

Directors'   Remuneration     .. 

1,500 

0 

0 

Trade    Expenses 

1,560 

0 

0 

P.ad   Debts 

650 

0 

0 

Bank  Interest  and  ('barges 

550 

0 

0 

Interest  on  Debentures  to  31st  December,  1900 

400 

0 

0 

Half-year's  Dividend  on  Preference  Shares  to  31st  December,  1906 

450 

0 

0 

Sundry  Debtors  and  Creditors 

10,450 

0 

0 

6,000 

0 

0 

Hills    Keceivable 

2,550 

0 

0 

Profit  and  Loss  Account— Balance  from  1906 

800 

0 

0 

County  Bank  —Overdraft 

11,600 

0 

0 

Cash  in  Hand 

240 

0 

0 

£136,800 

0 

0 

£136,800 

0 

0 

At  30th  June,  1907,  the  Stock  was  valued  at  £28,000,  and  the  Loose  Plant  and  Tools, 
Models,  and  Patterns  at  £9,400. 

Provide  £450  for  Bad  Debts,  and  1  per  cent,  on  the  Debtors  for  Discounts. 

Write  off  Depreciation  on  Land  and  Buildings   1   per  cent.,   and  on  Fixed  Plant  and 
Machinery  7£  per  cent. 
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Dr. 


TRADING    AND    PROFIT    AND    LOSS    ArcolNT. 
Year  ending  30th  June,   1907. 


Or. 


To  Stock         

,,   Loom    Plant    and    Tools, 
Models  and  Patterns  . . 

£       s.    d. 
21,000     0     0 

8,000     0     0 

£        8.     d. 

89,000     0     0 
81,800    0    0 
17,500     0     0 
81,800     0     0 



/y«»  Returns  and 

All'iw  | 

„   Loom  Rial  tod 

Modi  l-  and   Patterns 

„    Stock      .. 

Hy  Gross  Profll  bran 

1  ruling      .  . 

£        s.    d. 
8MO0    o    o 

0    0 

£        s.    d. 
81,1 

,,   Purchases  . . 

..   Wages 

,.  Oross  Profll  carried  down 

180      0      O 
900     0     0 

8,400    0    0 

o     0 

i     0     0 

3,900     0     0 
2,500     0     0 

1,400     0     0 

550     0     0 
1,560     0     0 
1,500     0     0 

550     0     0 
1,100     0     0 

700     0     0 

800     0     0 

1,080     0     0 
5,660     0     0 

To  Salaries     and     Travelling 

Expenses 
,.  Carriage  and  farting 
,,    Rates,  <;as,  Electric  Light 

and  Water 
,,    Printing,    .Stationery    and 

Advertising 
„  Trade  Expenses    . . 
.,   Directors'  Remuneration 
.,    Bank  Interest  and  Charges 

,.   Bad  Debts 

.,   Discount    .. 

.,   interest  on  Debentures   . . 

.,   Depreciation: — 

Land  and  Buildings  at 
1  % 

Fixed    Plant    and    Ma- 
chinery 7|  % 

„    Balance,   being   net   Profit 
for  the  year  carried  to 
Balance  Sheet  . . 



£21,300     0     0 

0     0 

Note. — The  Reserve  for  Discount  of  1  %  is  calculated  on  the  amount  of  the  Debtors  after  allowing  f'>r  the  £450  Bad  Debt*. 


THE    NORTHERN    FOUNDRY     WD    ENGINEERING    COMPANY,    LIMITED 
Dr.  BALANCE   SHEET   30th   June,    L907. 


1.1  VKII.ITIKS. 

Nominal  Capital  £50,000  : 

Ordinary    Shares,    80,000   of 

£i  each     

I  nmulative  Prefers 

shares  80, >  of  £1  each 


i  me  i  i  ipii.ii 
85,000   Ordinarj    Shs 

each,  in-   paid  up 
15,000  Preference  Sti 

e  ton,  full]  paid 

i  ",,  First    Mortgage   Deben- 
tures 
Interest  accrued  thereon 


Bank  Overdraft 
Sundry  Creditors 
Profit  and  Loss   let  ount 
Balance  at  1st  July,  1908 
Ail:/  Profit  for  |  Bar 


30,000     o     o 
20,000     «     "I 


80,1 

16,00 


/         Preference 
dend  paid 


BOO     0     0 


6,460     0 
450     0 


£60,000     o     0 


35, n 


80,400 

i  L.eoo 

8, 


0     0 
0     0 


Freehold  Land  and  Buildings 
•  pre*  i  ition 


Fixed  Plant  and  Machiuerj 
/     |  1 1. .|.r.  elation 

Loose     Plant     and      I     I 
Modi  I-  ind  PaW 

Mock  

Sundry   I ' 

i  Hi  '  >i>    '    \ 1 1 1 1 - 

/  Bad 

ml  I 


Bills  Eteci  ivabU 

i  sab  "    " 


8.    d. 


o    o 
o    0 


I'M 


9,900 


0     0 


0     0 


II    .1 
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§  7. — Voyage  Accounts. 

The  Owner  or  Charterer  of  a  ship,  in  addition  to  finding  the  profit 
or  loss  from  carrying  on  his  business  for  a  period,  should  be  in  a  position 
to  ascertain  the  exact  result  of  each  voyage  made.  In  order  to  do  this 
it  is  usual  to  open  a  separate  account  for  each  voyage,  the  account  referring 
to  each  voyage  being  numbered  consecutively. 

The  Voyage  Account  should  be  charged  up  with  all  expenses  actually 
incurred  in  respect  of  the  particular  voyage,  and  with  a  proper  proportion 
of  all  other  charges  which  are  attributable  to  the  voyages  generally,  such 
as  Premiums  on  Time  Policies,  Manager's  Remuneration,  &c,  and  should, 
in  the  same  way,  be  credited  with  the  Freight  and  other  income  earned. 
The  final  balance  of  the  account  will  represent  the  profit  or  loss  on  the 
voyage.  Any  balance  brought  forward  from  the  previous  voyage  should 
be  entered  in  an  Appropriation  Account,  and  not  credited  to  the  Voyage 
Account  itself. 

The  Voyage  Account  will  be  in  the  form  of  an  ordinary  Profit  and  Loss 
Account. 


ILLUSTRATION- 

The  "  Glenisla  "  Steam  Ship  Company,  Limited,  own  one  "  tramp  steamer,"  the  S.S. 
"  Glenisla,"  2,211  tons  gross  register,  which  was  chartered  on  February  27th,  1908,  as 
follows  : — 

Cardiff  to  Genoa  with  Coal  at  8s.  9d.  per  ton. 

Note. — The  charter  stipulates  for  an  address  commission  to  the  charterers  of  2  per  cent, 
on  the  freight,  payable  on  signing  Bill  of  Lading,  together  with  a  brokerage  of 
5  per  cent,  to  the  charterers'  agents,  of  which  one-third  is  repayable  to  the  vessel. 

Agua  Amarga  (Spain)  to   Barrow  with  Ore  at  8s.   3d.  per  ton. 

Note. — Address  commission  of  2£  per  cent,  on  freight  payable  to  charterers,  and  a 
brokerage  of  one-third  of  5  per  cent,  payable  to  charterers'  agents  on  signing  charter. 

The  vessel  was  insured  at  Lloyd's  on  April  29th,  1907,  the  inclusive  premium  for  one 
year  being  £1,952  10s.  8d.,  and  the  managing  owners'  remuneration  was  fixed  by  the  Articles 
of  Association  at  2s.   6d.  per  gross  register  ton  per  annum. 
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The  voyage  commenced  ou  March  9th,  1908,  and  1 1  >  *  -  foil. .win-  air  the  partkabn  ti- 
which  the  accounts  are  to  bo  made  up  : — 


Freight  on  3, loo  tons  Coal  to  Genoa,  and  freight  on  :t,66o  tons  Ore  to  Harrow — 

Stores  Accounts 

Port  Charges,  Trimming,  Ac.,  Cardiff        ..        ..        ..        ..        ..        ..        ..        '.[ 

Captain's  Accounts  fur  Harbour  Wages,  &c,  Cardlfl 

Bunker  Coals,  as  per  Kngineer's  Receipt     27;i  tons  @  0/    ;    154  tons   §    -    n 

Discharging  at  Qenoa 

Agents'  Disbursements,  Genoa,  deducted  from  freight  remitted  (exch.  27.221 

Captain's  Expenses,  Genoa    .. 

Stevedore  at  Agua  Amarga,  loading  B.860  tons  Ore 

Despatch  Money 

interest  mi  Advance    .. 

Captain'*  Expenses 

Agents'  Accounts  tor  Port  Charges,  Agency,  &%.,  exclusive  of  address  Commission  and  Brokerage  (excl 

Hunker  Coal  at   Portland,  20  tn,^  „    i>  e,.  and   Port  Charges  £8  2s. 

Port  Charges,  Discharging  and  Despatch  Money  at   Barrow 

captain's  Portage  Bill 

Overlookers'  Kxpenses.. 


1612 
11] 

B 

1 
1 

64 

7 

•'• 

18 

7 

Ifl 

0 

111 

10 

II 

21  ; 

u 

4 

10 

10 

'.' 

l  ■ 

I 

7 

■ 

168 

- 

4 

n 

The  voyage  terminated  on  April  28th,   1908. 

Prepare  the  Voyage  Account,  apportioning  where  necessary  in  months. 


Dr. 


VOYACiE    ACCOUNT,    27th    February,    litos,     m    2kth    Ai-kii..     19ok. 


£ 


125   11 
68   16 


.Stores  Account 
Port  Charges,  Ac 
Captain's  Account,  Cardifi 
Hunker  Coals     27'.»  tons  <g)  9/- 
1.-.4  tons   ,m  s,  ii| 


Discharging  at  Genoa 

Agents'  Disbursements,  Genoa — 

Lire  8,012.80  @  27.22     .  . 
Captain's  Kxpenses,  Genoa 
Stevedore  at  Agua  Amarga 
Despatch  Money 
Interest  on   Advance 
Captain's  Expenses 
fort  Charges,  Agency,  &c— 

I'esctas  2.1164.88  ®  26.75 

Bunker  Coal  at  Portland,  20  tons 

9  18/0      

Port  Charges  at  Portland   .. 
Port  I  barges,  Ac,  at  Barrow 

Captain's  I'ortage  Bill 
i  Overlookers'  Expenses 
Address  Commissions — 

2  %  mi  £1,896  12s.  6d 27    18     8 

2J  %  on  £1,509  16s.  Od :t7    14    10 


Brokerage 

G  ",.  on  £1,896  12s.  6d 

One-third  ol  6  %  on  £1,609  16s., 

5  %  £75  9s.  9d.  one-third 

Insurance  Premium 

For  one   year   £1,062    10a    Bd  . 
lor  two  months 
Managing  Owner's  Commission 

Tor   one   year   2  «   per   t o 

2,21 1  tons    £278    7s.    6d.,   for 
two  months 
Profit  on  Voyage 


£  s.  d. 

162  8  1 

121  2  :: 

64  7  6 


194     7 
98  16 


1 10  13 

7  19 

162  I" 

218  18 

10  1!" 

5  15 


Is  1,1 

42.;  7 

168  6 

I  6 


,. 

18 

1" 

s 

46 
530 

1 
11 

" 

£2,928 

12 

- 

By  Freight— 
Outward     8.100  tons  ,,t  <  oal  from 

Cardlfl  t moa  ■<•  8  9  per  ton 

Homeward     8,060   tons  of  on    to 

Barrow  g  8/8 
.,    Brokerage  refunded 
One-third  ol  £09  16s.  7<l. 


£     s.  d. 
I 


£2.0*8    l-     - 


x2 
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§  8— Marine  Insurance  Accounts. 

Marine  Insurance  Accounts  are  of  an  extremely  technical  nature,  and 
the  reader  who  wishes  to  go  into  the  matter  fully  is  recommended  to  con- 
sult the  Authors'  book  on  "  Underwriters'  Accounts." 

It  may  be  noted,  however,  that  there  are  three  parties  to  be  considered 
in  dealing  with  these  accounts  : — 

(1)  The  Merchant. 

(2)  The  Marine  Insurance  Broker. 

(3)  The  Underwriter. 

When  a  Merchant  wishes  to  insure  a  ship  or  cargo  he  communicates 
with  the  Broker,  who,  in  his  turn,  consults  the  Underwriters  as  to  the  rate 
at  which  they  will  take  the  risk,  and  thus  the  Premium  is  mutually  agreed 
upon. 

This  Premium  is  subject  to  a  Brokerage  of  5  per  cent.,  which  repre- 
sents the  remuneration  of  the  Insurance  Broker,  and  also  a  Discount  of 
10  per  cent.,  which  is  calculated  on  the  net  figure  after  deducting  the  5  per 
cent.  Brokerage.  This  Discount  was  originally  a  strictly  Cash  Discount, 
and  was  only  allowed  by  the  Underwriter  in  consideration  of  prompt 
payment.  Now,  however,  although  in  theory  it  still  remains  a  Cash 
Discount,  in  practice  it  has  become  the  custom  to  allow  it,  no  matter  when 
the  account  is  settled. 

The  Discount  belongs  to  the  Merchant,  and  when  an  Account  is 
rendered  to  him  by  the  Broker  this  is  taken  into  consideration.  The 
amount  which  the  Merchant  will  pay  to  the  Broker  will  be  the  gross 
Premium  less  the  10  per  cent.  Discount,  which,  however,  is  not  calculated 
on  the  gross  Premium,  but  on  the  Premium  less  the  5  per  cent.  Brokerage 
as  mentioned  previously. 

When  a  Claim  is  made  under  a  Policy  it  is  the  business  of  the  Insurance 
Broker  to  collect  the  amount  of  the  loss  on  behalf  of  his  client  the  Merchant 
from  the  various  Underwriters  pro  rata,  receiving  for  his  labour  in  so  doing 
a  Commission  of  1  per  cent,  on  the  total  amount  of  the  claim.  Thus  the 
Broker  will  collect  the  full  amount  of  the  loss  from  the  Underwriters,  and 
hand  the  same  over  to  the  Merchant,  less  1  per  cent.  Collecting  Commission. 
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ILLUSTRATION- 

The  Abyssinian  Bteam  Bbip   Company    insure   their   fleet    of   Btoamen   at    Lloyd'i 
£180,000  for  the  year  1908.     The  terns  are  6j  per  cent.,  lees  Brokerage  S  per  sent  .  Discount 

In  per  cent. 

During  the  year  the  8.S.  "  Axethusa  "  was  damaged  and  the  <  laim  thereon  amounted 
to  £Gf)D.    Later  on  in  the  year  the  8.8.  "  Tom  Bowling,"  rallied  .it  £6,400,  became  a  total  wr» 
The  Brokers  collected  these  claims  and  i>ai<l  the  same  ho  the  Merchant,  deducting  the  nsual 
l   per  eent.  Collecting  Commission. 

Show  the  Journal  Entries  to  record  these  transactions  in  the  books  "i  ii,,-    Ibyasiniaa 
8team  ship  Company,  and  also  show  the  Brokers'    Account. 

JOURNAL. 


£       B.    d. 

Insurance  Account:        ..        ..        ..        ..        ..        ..  /'. 

To  Brokers  

£180,000  @  6i% II, Too     0     0 

£11,700     0     0 
Less  5% 0    0 

Less  10%  on  ill. I  1 I. II  I    in     ii 

-l'i...-»    in      ii 

Sundries  : —  I),-. 

To  Repairs  Aeoonnt 
Broken 
Commission  Account 

Being  damage  i>er  8.8.  "  Arethnsa  "  and  collecting  commission  l 


Suiulries  : — 

To  S.s.  'Tom  Rowling  "—Cost  Account 

Broken 
Commission 

Being  Total  [ioaa  s.s.  "Tom  Bowling"  and  collecting  commkwton  i" 


Dr. 


LEDGER. 
BROKERS'    ACCOUNT. 


Arethnsa  " 
"  Tom  Bowling 


£      s.    d. 

10,688   10     0 

S4S   10     0 

8     0     0 

£17,568     0     0 

By  insurance  Premium 
Caen 


.! 

l'l.-,-- 

10 

0 

. 

10 

0 

0 

II 

0 

Note  to  TUugtraUon. 

It  should  be  observed  thai  "  Lloyd's  "  i<  a  Corporation  oi  which  both  Underwrites*  and 
[nsuranoe  Broken  arc  Members,  in  precisely  the  samewaj  aa  Stock  Broken  and  Jobben  arc 
Membera  of  the  stork  Exchange.  "Lloyd's"  itaeU  does  not  transaei  [nsuranoe  business 
with  the  outside  public,  and  consequentiy  the  transactions  will  t  » k«-  place  with  Bpecrfle  Members. 

The  Merchants  "ill  pay  the  premiums  to  the  [nsuranoe  Broker  on  or  before  tin-  8th  of 
the  month  following  th<'  date  of  the  Debit  Note  Consequently  in  the  above  Qlustration  the 
premiums  will  be  Bottled  bj  cash  in  the  Qnt  instance,  and  the  claims  "ill  .il-"  be  lettied  by 
aash  separately,  a*  no  doubt   they  will  arise  at  different  dates. 
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§  9. — Ledger  Accounts  for  Investments. 

Where  investments  are  numerous  the  interest  and  dividends  arising 
therefrom  should  be  passed  through  the  investment  accounts  in  the 
ledger,  so  that  it  can  be  seen  at  a  glance  whether  or  not  all  the  income 
which  should  have  been  received  on  each  investment  has  been  received. 
The  best  way  of  carrying  this  into  effect  is  to  have  the  ledger  accounts 
for  the  investments  ruled  with  two  columns  on  either  side,  one  for  Income 
and  another  for  Capital.  In  the  case  of  stocks  and  shares  it  is  convenient  to 
have  a  third  column  for  the  Nominal  Value,  so  that  when  the  balance  on 
the  Investment  Account  is  brought  down,  the  nominal  value  of  the  balance 
may  also  be  shown.  The  dates  when  the  dividend  or  interest  falls  due 
should  be  noted  at  the  head  of  the  account. 

As  the  income  is  received  Cash  will  be  debited  and  the  Income 
column  of  the  Investment  Account  credited,  and,  at  the  end  of  the  period, 
the  total  income  received  from  each  investment  will  be  transferred  to  an 
Income  from  Investments  Account.  In  cases  where  the  dividend  at  the 
end  of  the  period,  although  accrued  due,  has  not  actually  been  received 
in  cash,  a  debit  balance  should  be  brought  forward  in  the  income  column 
of  the  Investment  Account.  This  practice,  however,  should  not  be  applied 
to  Trust  Accounts. 

ILLUSTRATION- 

An  Investment  Company  held  during  the  whole  of  the  year  1907,  among  other  investments, 
£1,000  4  per  cent.  Debentures  costing  £987  in  the  Phoenix  Iron  Company,  the  interest  being- 
payable  on  the  30th  June  and  31st  December  in  each  year,  less  Income  Tax. 

Show  in  the  books  of  the  Investment  Company  the  Ledger  Account  relative  to  the 
Phoenix  Iron  Company  investment,  drafted  in  such  a  way  as  to  enable  the  auditor  to  satisfy 
himself  at  a  glance  that  all  the  interest  has  been  collected. 

THE    PHCENIX   IRON    COMPANY  FOUR   PER    CENT.   DEBENTURE    ACCOUNT. 
Dr.  Interest  Payable  30th  June  and  31st  December.  Gr. 


Date. 

Particulars. 

Po. 

Nominal 
Value. 

a 

o 
a 

i 

% 

u 

Date. 

Particulars. 

Fo. 

Nominal 
Value. 

! 

i 

s 

1907. 
Jan.    1        To  Balance 
Dec.  31   '<       Interest  on  Invest- 
ments Account. . 

£ 
1,000 

£ 

£ 
987 

1907. 
June  30 
Dec.   31 

By  Cash 
',',    Balance  . . 

1 
£                £ 
19 

1      19 
1,000 

£ 
987 

£1,000     1  £38        £987 

£1,000        £38 

£987 

1908. 
Jan.    1 

To  Balance  .. 

£1,000 

£987 
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It  is  not  usual  to  adjust  the  Invest  incut  Account*  to  market  value 
at  the  date  of  each  Balance  Sheet,  the  balance  being  brought  down  at 
cost.  Tn  the  case  of  Companies  holding  a  large  number  of  Investments, 
the  practice  is  for  a  Schedule  to  be  prepared  showing  the  book  value 
and  the  market  value  at  the  date  of  the  Balance  Sheet,  a  genera]  reserve 
being  made  for  depreciation  if  the  latter  is  less  in  amount  than  the  former. 
Tf  the  market  value  exceeds  the  book  value,  no  credit  should  be  taken, 
as  this  is  not  a  realised  profit.  In  cases  where  heavy  depreciation  has 
taken  place  for  which  no  provision  has  been  made,  a  note  of  the  market 
value  of  the  Investments  should  be  shown  on  the   Balance  Sheet. 

The  profit  or  loss  resulting  on  the  sale  of  Investments  should  be 
adjusted  when  the  sale  takes  place.  Where  only  a  portion  of  the  Invest- 
ment is  sold,  the  balance  of  the  Investment  remaining  should  he  brought 
down  at  the  price  at  which  it  stood  in  the  hooks,  and  the  difference  on 
the  account  will  then  represent  profit  or  loss  on  the  portion  of  the  [nveet- 
ment  sold,  which  should  be  adjusted  accordingly. 

Where  Investments  are  sold  cum.  div.  (which  implies  thai  the 
next  dividend  goes  to  the  purchaser),  some  portion  of  the  amount 
received  will  represent  the  accrued  dividend  on  the  stock  -old  to  the  date 
of  sale,  and  strictly  speaking  the  amount  received  should  he  apportioned 
accordingly,  the  amount  representing  accrued  income  t<>  date  being 
credited  to  the  Income  column  and  the  balance  to  the  Capital  column 
of  the  Investment  Account. 

In  the  same  manner  when  Stocks  are  purchased  cum.  div, 
the  portion  of  the  purchase  price  representing  the  accrued  dividend 
should  be  debited  to  the  Income  column  of  the  Investment  Account, 
the  balance  being  debited  to  the  Capital  column.  As  the  stock  is  pur- 
chased cum.  div.,  the  Avhole  dividend  will  he  received  and  credited 
to  the  Income  column  as  against  which  there  will  he  a  set-off  on  tin- 
debit  of  the  amount  accrued  to  the  date  of  purchase. 

ILLUSTRATION- 

A  Trust  Company  purchases  £10,000  [ndia  .">  pa  Cent,  on  19th  February,   I 
on    August  5th,    ll)u",    £2,000  Stock   i>   Bold   at    89  sum.   div.  t"i   cash,  and   on  Beptember 
5th,   1907,  £2,000  stock  is  sold  at  88J    «-x    div.    for    cash.       On    December    Slat,    1907,    tli<- 
date  of  the  Balance  Sheet,  the  market   price  i-  B1 

sin.w  the  Ledgex  Account  ot  the  [nveatmenl  tor  tin-  year  1907,  i-iiorin^  brokerage  and 
stamps,  and  making  apportionments  in  months 
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Note  to  Illustration. 

The  above  treatmenl  of  adjusting  the  accrued  dividend  vrheo  posting  the  capital  itema 
can  only  be  utilised  when  the  rate  "t  dividend  <>i  intereal  1-  fixed  ;  otherwise  the  adjustment 
will  Im-  made  when  the  dividend  is  received. 

As  the  stork  sold  on  A.ugus1  5tb  is  sold  cum.  div.,  the  whole  dividend  will  go  to 
the  purchaser.  One  month's  dividend,  however,  will  be  included  in  tli<-  price,  and  should  be 
deducted  from  the  proceeds  and  entered  in  the  income  column,  the  balance  being  entered  in 
the  Capita]  column. 

The  stock  sold  on  September  5th    being  sold  ei  dividend,  the  dividend  will  in  due  i 
be  received  i>\   the  Company.     When  received,  however,  one  month's  dividend  on  the  stock 
sold  should  be  credited  to  Capital  and  not  to  Income,  since  the  stock  has  onlj  been  in  hand  two 
months  oui  of  the  three  covered  by  the  dividend. 

The  balance  of  stock  remaining  in  hand  will  l>«'  brought  down  ai  the  oel  cost  si  shown 
by  the  Capita]  column,  and  no!  ai  the  nun.  div.  price  al  which  it  was  purchased,  01  al 
market  value. 


§   10. — Purchase  Day  Book  and  Ledger  combined. 

It  is  occasionally  possible  where  accounts  are  regularly  Bettled  on 
a  fixed  monthly  pay-day  to  dispense  with  a  Purchase  Ledger  altogether 

by  having  a  specially  ruled  form  of  Purchase  Day  Book.  These  books 
are  used  with  very  satisfactory  results  by  several  of  the  large  Munici- 
palities. As  the  invoices  are  received,  they  are  filed  away  in  alphabetical 
order  as  relating  to  each  creditor.  At  the  end  of  each  month  the  special 
Purchase  Day  Book  will  be  written  up  from  the  invoices  in  alpl  abetical 
order.  Under  the  name  of  each  creditor  will  be  inserted  particulars 
of  all  the  invoices  relating  to  his  account  in  order  of  date,  the  amounts 
being  entered  in  the  detail  column  and  extended  in  total  into  the  total 
column.  Any  returns  or  allowances  should  be  deducted  from  the  invoices 
to  which  they  relate,  and  the  amounts  of  the  invoice  entered  in  the  Day 
Book  net.  When  the  cash  is  paid,  the  amount  thereof,  together  with  the 
discount  (if  any)  will  be  posted  in  one  figure  from  the  credit  <»f  cash  to 
the  cash  and  discount  column  in  the  Purchase  Day  Book  opposite  to 
the  item  to  which  it  relates.  Each  item  in  the  Total  Column  will  be 
extended  into  the  proper  subsidiary  column  t<»  which  it  refers,  and  the 
totals  of  these  columns  will  be  posted  monthly  to  the  respective  nominal 
accounts. 

The  following  is  a  convenient  ruling  for  the  book,  with  a  few  Bpecimen 
entries. 
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§   11.   -Stock  Exchange  Transactions. 

The  full  description  of  all  the  financial  books  necessary  for  recording 
the  transactions  of  a  Stockbroker's  business  of  a  fair  Bize,  and  all  the 
machinery  employed  for  settlements  between  Members  of  the  Stock 
Exchange,  is  nol  possible  within  the  limits  of  this  work.  Tin-  books 
of  Prime  Entry  are  generally  of  elaborate  design,  aiming  al  a  proper 
record  of  transactions  so  far  as  they  affeci  persons,  and  at  the  collection 
of  impersonal  details  into  totals,  for  posting  to  the  Nominal  Account! 
concerned. 

The  Broker  dealing  in  stocks  or  shares  on  behalf  of  a  clienl  either 
buys  from,  or  sells  to,  a  Jobber.     Tn  obtaining  a  price  from  the  Jobber 

he  does  not  intimate  whether  he  desires  to  buy  or  Bell,  and  the  quotation 

given  consists  generally  of  two  prices  differing  slightly  in  amount.  For 
instance,  Victoria  3J  per  cent,  might  be  quoted  <>f>  96J.  This  intimates 
that  the  Jobber  is  willing  to  buy  at  the  lower  price  or  sell  at  t he  higher 
price. 

When  the  transaction  has  been  carried  through  the  Broker  sends 
a  Contract  Note  to  the  client.  In  the  case  of  a  Purchase  this  is  called 
a  Bought  Note,  and  shows  the  amount  due  from  the  client  for  the  Stock 
bought,  plus  the  commission  at  the  agreed  rate  and  the  cost  of  the  Con- 
tract Stamp.  In  the  case  of  a  Sale  it  is  called  a  Sold  Note,  and  shows 
the  amount  due  to  the  client  for  the  Stock  sold,  less  commission  al  the 
agreed  rate  and  the  cost  of  the  Contract   St  am]). 

The  Brokerage  is  frequently  at  the  rate  of  one-eighth  per  cent,  on 
the  nominal  amount  of  the  Stock,  but  this  may  be,  and  is,  constantly 
varied. 

The  Client's  Account  is  debited  or  credited  with  the  various  amounts 
due  from  or  to  him  in  respect  of  these  transactions,  and  the  balance 
of  the  account  should  be  paid  simultaneously  with  the  delivery  of  the 
Stock  upon  the  following  Settling  Day.  If  the  Clienl  does  not  wish 
to  take  up  the  Stock  or  Shares  bought  for  him  at  the  first  Settling  Day. 
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the  bargains  can  be  carried  over  to  the  next  Settling  Day  by  arrangement 
with  the  Broker. 

The  Stocks  concerned  will  be  carried  forward  to  the  New  Account 
at  the  making-up  price  of  the  current  Settlement  as  fixed  by  the  Stock 
Exchange  Committee,  and  only  the  balance  of  the  Old  Account  is  then 
due  to  or  from  the  Client  in  cash. 

The  New  Account  in  addition  to  being  debited  with  the  Stock  or 
Shares  carried  over  is  charged  with  the  agreed  Contango,  this  being  the 
consideration  in  the  nature  of  Interest  due  to  the  Broker  for  the  accom- 
modation. 


ILLUSTRATION- 

S.  Fuller  enters  into  the  following  transactions  with  his  Stockbrokers,  II.  Simpson  &  Co., 
of  the  London  Stock  Exchange  — ■ 

On  the  16th  July  he  buys  £22,000  Mexican  Ordinary  at  45f. 

On  the  20th  July  he  buys  £12,000  West  Southerns  at  28J. 

On  the  23rd  July  he  buys  £9,000  North  Westerns  at  68J. 

On  the  24th  July  he  sells  £12,000  West  Southerns  at  31  \. 

On  the  first  three  transactions  Messrs.  Simpson  &  Co.  charge  a  commission  of  one-eighth 
per  cent,  on  the  nominal  value  of  the  stock.  At  the  close  of  the  Account  S.  Fuller  carries  forward 
the  Mexican  Ordinarys  and  the  North  Westerns  at  46  and  68|  respectively,  contango  being 
charged  at.  one-eighth  per  cent,  on  the  nominal  value  of  each  stock. 

Show  S.  Fuller's  Account  in  Messrs.  H.  Simpson  &  Co.'s  Books,  ignoring  Contract  Stamps. 
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In  the  event  of  speculative  transactions  by  a  Company,  such  as 
a  Finance  Company,  being  open  on  the  Stock  Exchange  at  the  date  of 
the  Company's  Balance  Sheet,  the  question  arises  as  to  how  the  liability 
attaching  thereto  should  be  stated. 

Where  Stocks  have  been  purchased,  but  not  paid  for,  being  carried 
over  to  a  subsequent  account,  it  is  clear  that  there  is  a  liability  on  the 
part  of  the  Company  to  take  up  this  Stock,  but  on  the  other  hand  they 
may  sell  it  before  the  Settling  Day,  and  the  liability  will  then  resolve  itself 
into  a  settlement  of  differences,  and  if  the  transaction  has  resulted  in  a 
profit  no  liability  will  accrue  at  all.  In  the  same  manner  when  Stocks 
have  been  sold  which  the  Company  does  not  possess  and  the  transaction 
has  been  carried  forward,  there  is  a  liability  on  the  part  of  the  Company 
to  purchase  the  Stock  for  delivery,  and  such  purchase  may  have  to  be 
made  at  a  higher  rate  than  the  price  at  which  the  stock  was  sold. 

Until  these  transactions  are  closed,  therefore,  it  is  impossible  to 
ascertain  precisely  the  amount  of  liability  attaching  to  them.  Where 
the  transaction  has  been  closed  before  the  preparation  of  the  accounts, 
but  after  the  date  of  the  Balance  Sheet,  any  loss  which  has  accrued  may 
be  provided  for,  and  the  liability  can  be  precisely  stated.  Where,  however, 
the  transactions  are  not  closed  a  note  should  be  made  on  the  face  of  the 
Balance  Sheet  to  the  effect  that  there  is  a  contingent  liability  in  respect 
of  transactions  open  on  the  Stock  Exchange,  and  where  loss  is  expected 
of  which  it  is  possible  to  make  some  estimate  a  reserve  should  be  made 
accordingly. 

It  may  be  noted  that  the  operation  of  purchasing  Stock  and  not 
taking  up  same,  but  carrying  it  forward  in  the  hope  of  selling  at  a  higher 
price,  is  termed  to  "  bull  "  the  Stock.  The  contrary  operation  of  selling 
Stock  and  not  delivering  the  same,  but  carrying  it  forward  in  the  hope 
of  being  able  to  purchase  at  a  lower  price  is  termed  to  "  bear  "  the  Stock. 

§  12— Outstanding  Costs  in  the  Business  of  a  Professional  Man. 

At  the  end  of  each  financial  period  there  will  be  a  certain  amount  of 
uncompleted  work  in  hand  for  which  accounts  have  not  been  sent  out 
to  the  Clients. 
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Before  arriving  at  the  Profit  or  Loss  for  the  period  under  review  fche 
value  of  this  outstanding  work  should  betaken  into  account,  as  the  period 
in  which  the  work  has  been  done  should  get  t  lie  bom-fit  of  the  proportionate 
part  of  the  fee.  It  is  unwise  to  debit  the  Clients'  Account-  until  bilk  have 
been  actually  rendered,  as  this  may  very  easily  lead  to  contusion  and 
difficulties. 

The  best  method  is  to  pass  an  entry  through  the  Journal  debiting 
Work  in  Progress  and  crediting  Fees  ami  Charges  Account.  In  the  narra- 
tive of  this  Journal  entry  full  details  of  how  the  amount  has  been  arrived 
at,  together  with  the  names  of  the  various  clients  concerned,  should  be 
given.  In  estimating  the  value  of  outstanding  work  full  allowance  should 
be  made  for  contingencies  and  possible  reductions  in  account,  ami  only 
a  very  conservative  valuation  taken  into  consideration. 

It  is  not  usual  in  practice  to  open  a  special  account  for  Work  in  Pro- 
gress, but  to  bring  down  a  debit  balance  on  the  Fees  and  ( 'barges  Account. 
This  will  be  brought  into  the  Balance  Sheet  as  an  asset  under  the  heading 
of  "  Uncompleted  Work." 

ILLUSTRATION- 

P.  Adams  started  in  practice  as  a  Professional  Accountant  on  tin-  l-'  July,  1907  He 
decides  to  prepare  Accounts  hall  yearly  mi  the  30th  June  and  31  si  December  m  each  real 

The  net  fees  for  the  half-years  ending  31s1  December,  l'.»<»7.  and  30th  June.  1008,  amounted 
in  its;  and  E621  respectively,  and  tin'  uncompleted  work  was  estimated  at  31s<  December, 
1907,  to  be  worth  £126,  and  at   30th  June,   1908,   E233. 

show  the  Pees  and  Charges  Account  J'or  the  two  periods,  bringing  down  a-  a  debit  balsam 
on  the  account  the  amount  of  uncompleted  work  at  (lie  end  "i  each  period.  Also  show  ill- 
Journal  entry  necessary  to  record  th<'  uncompleted  wmk  ai  :tl>t   December,   1907. 

The  Following  is  a  list  of  clients  lor  whom  work  was  done  during  the  -i\  months  ending 
::ist  December,  1907,  imt  to  whom  no  accounts  had  been  rendered  ;   together  with  the  -  atimafa  d 

value   of  such    work  : 

P.  Robinson 

P.   Smith  

\V.    Fuller  

II.    Sadler  


£ 

t. 

■  l 

t;:: 

0 

n 

o 
o 

:, 

;. 

o 

Ifi 

1.-. 

II 

£126 

" 

" 
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FEES    AND    CHARGES    ACCOUNT. 


( 'r. 


1907. 
Dec.  31 

To  P.  &  L.  Account 

To  Balance 
„    P.  &  L.  Account    .. 

To  Balance         

£       s. 
613     0 

d. 
0 

1907. 
Dec.  31 

1908. 
June  30 

By  Sundries  . . 
„    Balance  for  Uncompleted 
work 

By  Sundries  . . 
„    Balance  for  Uncompleted 
work 

£ 
487 

126 

s.    d. 
0     0 

0     0 

£613     0 

0 

£613 

0     0 

1908. 
Jan.      1 
June  30 

£       s. 
126     0 
728     0 

d. 
0 
0 

£ 
621 

233 

S.    d. 
0     0 

0     0 

£854     0 

0 

£854 

0     0 

July     1 

233     0 

0 

JOURNAL. 


Uncompleted  Work  Account 

To  Fees  and  Charges  Account 
Being  estimated  value  of  Uncompleted  work  at  31st  December,  1907,  as  follows  : — 

£     s.   d. 

P.  Robinson 42     0     0 

F.  Smith  63     0     0 

W.  Fuller  550 

H.  Sadler  . .  . :  15  15     0 


£126     0     0 


§  13. — Life  Insurance  Companies'  Accounts. 

The  form  of  Life  Insurance  Companies'  Accounts  is  prescribed  by 
the  Life  Insurance  Companies  Act,  1870,  and  it  will  be  observed  that  they 
differ  considerably  from  those  of  an  ordinary  trading  company. 

Owing  to  the  necessity  of  making  an  Actuarial  Valuation  of  the  net 
liabilities  outstanding  before  arriving  at  the  profits,  it  is  only  possible  to 
exactly  ascertain  these  when  a  Valuation  Balance  Sheet  is  prepared, 
which  is  usually  every  five  years.  The  excess  of  the  Life  Assurance  and 
the  Annuity  Funds  over  the  net  Liabilities  under  Assurance  and  Annuity 
transactions  is  then  regarded  as  profit.  Such  profit  is  usually  divided  in 
certain  proportions  between  the  Policyholders  and  the  Shareholders,  the 
proportion  going  to  the  former  being  termed  Bonus.  In  the  case  of  Mutual 
Companies  the  whole  of  the  Profit  goes  to  the  Policyholders. 

The  method  by  which  Life  Insurance  Companies  arrive  at  the  profit 
after  the  periodical  valuation  has  been  made  is  similar  to  the  principle  of 
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ascertaining  profit  under  Single  Entry.  Tt  must  not  be  supposed,  however, 
that  the  accounts  of  these  companies  arc  kepi  by  Single  Entry,  and  the 
term  in  this  connection  is  really  a  misnomer.  The  profit  having  been 
arrived  at  in  the  above  manner  by  actuarial  calculation,  is  dealt  with  on 
the  principle  of  double  entry  by  debiting  Life  Assurance  Account  and 
crediting  Profit  and  Loss  Account. 

Double  Entry  is  not  only  applicable  to  Life  Insurance  Companies1 
Accounts,  but  is  the  only  system  under  which  they  can  be  properly  recorded. 

The  yearly  accounts  take  the  form  of  a  Revenue  Account  and  Balance 
Sheet.  The  Revenue  Account  shows  on  the  debit  side  the  amount  ol 
Funds  at  the  commencement  of  the  year.  Premiums.  \c.  and  <»n  the 
credit  side  Claims,  &c,  and  Expenses  of  Management.  The  balance  oi 
this  account  represents  the  amount  of  funds  at  the  end  of  the  year,  and 
shows  as  such  in  the  Balance  Sheet.  It  should  be  particularly  noted  thai 
the  Income  appears  upon  the  debit  side  of  this  account,  and  the  Expen- 
diture on  the  credit  side. 

The  following  is  the  Form  of  Accounts  prescribed  : — 


illustration- 
form  of  Annual  Accounts  prescribed  bi    Life    Lssuranci    Companies    \>  r,    1870. 

FIRST    SCHEDULE. 

Dr.      Revenue   Accmun he  pob    ihi.    Vim:   ending  18  Or. 


19 
(Date 


Amount  hi  Funds  at  the  beginning  ol 

the  year 
Premiums 

c<>iisi<irr;itic>ii  for  Annuities  Granted 
Interest  and  Dividends 
Other  receipts  (Accounts  to  be  specified) 


10 


i  i  .mi-  mi. 1. 1    Policies  (after  deduction  "t 

Sums  re-assort  >i 
Surrenders 
Annuities 
i  ommisaion 

" 
liiviilcuiis    .ml     P.niiu»r>    '••    - 

ii    iu>  . 
Othei  i  ants  to 

Unount  ••!  Funds  .>'  the  end 

.-  ;  Ink 


Note  i      Companies  having  separate  ■ ants  tot  annuities  to  return  the  particulars  ••(  then;  Annaltj   ban 

separate  statement. 

«       .     [terns  in  this  and  tn  the  Accounts  in  tin  Third  and  nfth  Schedules  should  be  U I  lasooal 

of  the  amounts  paid  and  received  In  reaped  ol 

Y 
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Dr.     Balance  Sheet  of  the 


SECOND    SCHEDULE. 

ON    THE 


111 


Cr. 


Liabilities. 

Shareholders'  Capital  paid  up  (if  any) 

Assurance  Fund 

Annuity  Fund  (if  any) 

Other  Funds  (if  any),  to  be  specified 

Total  Funds  as  per  First  Schedule  . . 
Claims  admitted  but  not  paid* 
Other  sums  owing  by  the  Company* 
(Accounts  to  be  specified) 


£  s.  d.  ||  Assets. 

Mortgages  on  Property  within  the  United  Kingdom 
1 1  Mortgages  on  Property  out  of  the  United  Kingdom 
Loans  on  the  Company's  Policies 
Investments  : — 

In  British  Government  .Securities 

Indian  and  Colonial  Government  Securities 

Foreign  Government  Securities 

Railway  and  other  Debentures  and  Debenture 

Stocks 
Railway  Shares  (Preference  and  Ordinary) 
House  Property 

Other  Investments  (to  be  specified) 
Loans  upon  Persoual  Security 
Agents'  Balances 
Outstanding  Premiums 
„  Interest    . . 

|    Cash — On  Deposit         . .  . .  . .  £ 

In  hand  and  on  Current  Account 


Other  assets  (to  be  specified) 


*  NOTE. — These  items  are  included  in  the  corresponding  items  in  the  First  Schedule. 

When  a  Life  Insurance  Company  transacts  other  business  than  Life 
Insurance,  separate  accounts  must  be  kept  for  each  class  of  business 
transacted,  such  as  Fire,  Marine,  &c. 

The  prescribed  form  of  accounts  in  such  cases  is  as  follows  : — 

ILLUSTRATION- 


Dr 
(Date) 


THIRD    SCHEDULE. 
Revenue  Accounts  of  the  for  the  year  ending 

No.   1. — Life  Assurance  Account. 


Amount  of  Life  Assurance  Fund  at  the 
beginning  of  the  year. . 

Premiums  after  deduction  of  Re-assu- 
rance Premiums 

Consideration  for  Annuities  granted 

Interest  and  Dividends 

Other  Receipts  (accounts  to  be  specified) 


£  s.  d. 


(Date) 


Claims  under  Life  Policies  (after  deduction 

of  sums  re-assured) 
Surrenders 
.Annuities 
Commission     . . 
Expenses  of  Management     .. 
Other  Payments  (accounts  to  be  specified) 
Amount  ni  Life  Assurance  Fund  at  the  end 

of  the  year,  as  per  Fourth  Schedule  . . 


Or. 

£  s.  d. 


Note.— Companies  having  separate  accounts  for  Annuities  to  return  the  particulars  of  their  Annuity  business  in  a  separate 

statement. 

No.  2. — Fire  Account. 


(Date) 


Amount  of  Fire  Insurance  Fund  at  the 

beginning  of  the  year. ... 
Premiums   received   after   deduction    of 

Re-assurances 
Other  Receipts  (to  be  specified) 


(Date) 


Losses  by  fire  (after  deduction  of  Re-assu- 
rances) 

Expenses  of  Management 

Commission 

Other  Payments  (to  be  specified) 

Amount  of  Fire  Insurance  Fund  at  the  end 
of  the  year,  as  per  Fourth  Schedule    . . 


Note.— When  Marine  or  any  other  branch  of  business  is  carried  on,  ttie  income  and  expenditure  thereof  to  be  in  like  manner 

stated  in  a  separate  account. 
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Dr. 

(Date) 


No.  3. 


Balance  of  last  year's  Lccounf   .. 
Interest  and    Dividends  not   carried   to 

other  accounts 
Profits  realised  (account*  to  I"-  specified 

Other  Receipts 


Pbofit  and  Loss  Aocoi  n  c. 

I  £  s.  d.      D 


Or. 


Dividends  and  Bonuses  to  Shareholden 

I 
<  Mhc-r  Paj  in' m  - 
Balance  as  |mt  Fourth  Schedule 


Note. — This  Account  is  not  required  it  the  Items  have  been  Incorporated  In  the 

FOURTH    SCHEDULE. 


Dr.    Balance  Sheet  of  the 

I.uhii.itiks. 
Bharenolders'  Capitol 
Oeneral  Reserve  Fund  (11  any) 
Ufe  lasurance  Fund* 
Annuity    Fund   (if  any)* 


Marine  Fund 

I 'roli t  and   Loss  (il  any) 

Other  Funds  (11  anj ,  to  be  specified) 

Claims  under  tile  Policies  admitted,  buf 

not  yet  paid' 

i  lutstanding  Fire  Losses 

Outstanding  Marin.-  Losses 

other  sums  owing  by  the  Company  (ac 

Counts  to   lie  speeilictl) 


L9 


Propi  i<\  within  the  i  sited  Kingdom 
Mortgages  oul  ol  the  '  sited  Kingdom 
I  ■  .in  i  on  the  '  ompanj  's  Policie 
Investment  - 

In  British  Go  uritii  • 

Indian  and   Colon!  il   SeCUriUl  - 

Foreign  Securitii  - 

Railwaj   and  othei    Di  benturt  -  and   Debentun 

Stock-,  

Railway  share-.  (Preference  and  ordinary i 
Souse  Propertj 

Other  Investments  (to  be  specified) 
Loan-  upon  Personal  Security 
. . 
( lutstanding  Premiums  . . 
Outstanding  Intoresl 
Cash — On  Deposit 

In  hand  and  on  Current   Account      .  . 


Other    Vsscl 


•  If  the  Life  Assurance  Fund  is,  in  accordance  with  Section  i  oi  this  Act,  a  separate  trust  fund  for  the  sole  security  ol 
the  Life  Policyholders, a  separate  Balance  sheet  for  the  Life  Branch  may  be  given  In  the  Form  contained  in  Schedule  -.  In 
other  respects  the  Company  is  to  observe  the  above  Form.    See  als te  to  Second  Schedule. 

ILLUSTRATION— 

From   the  following    Ledger 

Account  ;ind  ;i   Balance  Sheet. 


Balances  <>l'  a   Ldfe   Insurance   « Mli«*«-  prepare 


Claims  (less  Re-insurances) 

Mortgages  on  Property  within  the  Qnited  Eingi 

l.iidouinenl    Policies  matured     .. 

Kndow  menl   Policies  Matured  bui  not  paid  .. 

Mortgages  on  Parochial  and  Borough   I 

Annuit  les   due    but   not    paid 

Policies  surrendered 

Consideration  for  .Annuities  granted 


Annuities 


Interest    and    Dividends  received 

Loans  on    Policies  within   their  surrender  vain 

Claims  outstanding  from  previous  yean 

MediOal    Lees  

Agents'   Balances  due  bj    Office 
Premiums  on  credit   policies  fully  Becured 
Directors'  Remuneration.. 
Funds  at  beginning  ol  year 
Premiums  (less  pud  for  Re  Insurance) 

Auditors'  Fees 

lotuan  's  Pee  (Consulting)        

kgents    Balances 

Commission   due    hut    not    paid 

Funds  at  end  of  j ear 
i  lutetanding  Premiums 

ami  Income  T.i\  

Printing,  Kent.  ,vc. 

cash  Bonuses  Paid 

Commission 

Life  lntere-t  and   Reversions 

Claims  admitted  but  not  paid 

Cash  in  hand  and  at  Lank 

Outstanding  Interest,  due  to  Office 

British  Dovernment  Securitii  - 

Indian  and  ColonI  il  Oovernmeul  Securities 

Fines  and  Fees  received 

Railwaj   and  other  Debentun  - 

Railway  stocks.  Preference  and  Ordinary 

Freehold  and  Least  bold  Property 


1 
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REVENUE    ACCOUNT. 


34] 


Or. 


£           s. 

d 

£ 

i 

s.    d. 

To  AiiKiimt  of  funds  at  tin-  begin- 

Bj CI  lima  under  Polii  1 

ning  ■ » f  tin-  year 

1,780,298   1 1 

.", 

deduction  ol  rami  Be- 

,,  Premiums   Rem   paid    tor    tU 

insuri  •  ! 

-      1 

Insurances) 

182,808     8 

- 

..    Bndowmenl    PcJIi  h 

,,  CiFiisiilrr.itii.il   iur   Annuities 

tun  il 

. 

1  i       4 

granted 

^.uii      1 

'.I 

..   Bmrenden 

.,   interest  and  Dividends  received 

64,709     t 

IP 

Viiiaiitiis    .. 

1  ■       1 

,.  Bines  ami  in--  received 

79   i  i 
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§  1 1.— Accounts  of  Charitable  Institutions 

The  accounts  of  Charitable  Institutions  present1  no  outstanding 
features  of  any  difficulty,  and  it  is  proposed  here  to  deal  merely  with 
various  books  of  account  which  necessitate  special  rulings. 

(a)  Specified  Forms  of  Accounts. 

In  connection  with  Hospital  Accounts,  those   institutions  receiving 
grants  from  the  King  Edward's   Hospital   Fund  tor   London,   the 
politan   Hospital  Sunday   Fund,  and   the   Hospital  Saturday   Fund,  art- 
required  to  prepare  accounts  in  a  specified  form. 

The  Income  and  Expenditure  Account  is  so  arranged  thai  the  various 
sources  of  income  and  expenditure,  both  ordinal}-  and  extraordinary, 
may  be  clearly  seen  and  readily  compared  with  those  of  previous  periods. 
The  Income  is  shown  on  the  debit  side,  and  the  Expenditure  on  the  credit, 
reversing  the  usual  practice. 

The  official  forms  of  both  Income  and  Expenditure  Account  and 
balance  Sheet  are  copyright. 

(b>  Columnar  Cash   Book. 

It  is  very  convenient  for  Charitable  Institutions  to  have  Cash  Books 
ruled  in  such  a  way  that   the  subscriptions  and  donations,  Ac.,  can  be 

posted    in   total    instead   of  in    detail,  thus  saving  considerable    labour    in 
book-keeping. 
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The  following  is  a  convenient  ruling,  and  is  equally  suitable  for  a 
Hospital  as  well  as  for  other  Charitable  Institutions. 

It  may  be  necessary,  however,  in  the  case  of  Hospitals,  to  have  an 
additional  column  on  the  debit  side  for  "  Patients'  Payments." 

The  columnar  system  can  be  extended  to  the  credit  side  of  the  Cash 
Book  where  desirable. 
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(ci   Subscription  Register. 

As  the  Revenue  of  most  Charitable  Institutions  is  dependent  upon 
voluntary  contributions,  consisting  of  annual  subscriptions  and  donations, 
it  is  very  essential  to  keep  a  Register  showing  at  a  glance  the  names  and 
addresses  of  the  annual  subscribers,  with  the  amount-  promised.  The 
particulars  contained  In  this  Register  render  comparison  with  the  annual 
subscriptions  comparatively  easy,  and  to  a  certain  extenl  acts  as  a  check 
upon  their  collection.  Moreover,  the  published  list  of  subscriptions  can 
be  very  easily  prepared  therefrom. 

The  following  is  a  convenient  ruling: 


ILLUSTRATION 


SI   BSCRIPTION    ftEGISTER. 


(d)  Purchase   Journal. 

In  nearly  all  Hospitals  a  specially  ruled  Purchase  Journal  is  essentia] 
to  enable  the  Governors  or  Trustees  to  know  each  mouth  the  totals  of  the 
goods  purchased,  and  the  analyses  of  the  same.  The  classification  of  pur- 
chases should  be  such  as  to  comply  with  the  King  Edward's  EospitaJ 

Fund  requirements. 

The  following  is  a  convenient  ruling,  which  can  1><'  modified  according 
to  circumstances :  — 
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§  15.— Treatment  of  Share  Profits. 

In  the  case  of  Finance  Companies  which  are  concerned  with  the  pro- 
motion  and  flotation  of  other  Companies,  a  considerable  portion  of  the 
consideral  ion  for  sale  usually  takes  the  form  of  shares  in  t  he  New  ( lompany 
fully  paid  up.  In  many  cases  the  Shares  so  obtained  are  not  quoted 
on  the  Stock  Exchange,  or  it'  so  quoted  the  price  is  an  artificial  one, and 
has  no  relation  to  their  actual  value.  The  besi  method  of  entering  these 
transactions  in  t  he  books  of  the  Finance  I  lompany  is  to  bring  I  bese  Shares 
in  at  cost,  such  cost  being  the  difference  between  the  expenditure  on 
the  promotion  and  the  portion  of  the  consideration  for  Bale  received 
in  cash.      If  the  shares  ace   not    worth   this  cost    Value,  reserve  Bhould    be 

made  accordingly. 

The  principle  of  bringing  these  shares  into  the  Company's  books 
at  a  valuation  made  by  the  Directors,  or  at  their  par  value,  i-  much  to 
be  deprecated,  even  although  corresponding  reserves  may  he  mad.-  againsl 
such  values,  since  this  lias  the  effect  of  making  the  position  appear  t<> 
be  much  stronger  than  is  actually  the  case.  Moreover,  such  reserves, 
if  shown  on  the  liability  side  of  the  Balance  Sheet,  may  he  manipulated 
improperly  in  future  years. 

When  any  of  the  Shares  are  sold,  the  profit  or  Loss  on  realisation 
should  be  adjusted.  \n  these  transactions  only  realised  profit-  should 
be  distributed  in  cash  dividends,  due  regard  being  had  t<>  the  adequacy 
of  the  reserves  against  loss  on  realisation  of  the  shares  remaining  unsold 

An  alternative  method  to  bringing  these  -hare-  in  at  cost  is  to 
include  them  at  their  par  value,  and  show  the  Profit  and  Loss  Account 
in  two  columns  relating  to  Cash  and  Shares  respectively;  the  balance 
on  the  Cash  column  showing  the  Cash  Profii  or  Loss  during  the  period, 
and  the  balance  on  the  share  column  showing  the  Share  Profit.  In 
cases  where  it  is  proposed  to  distribute  the  dividend  in  Bcrip  this  method 
is  certainly  the  most  convenient. 

In  any  event  the  principle  on  which  these  Shares  have  been  dealt 

with   should   he  clearlv  disclosed    hy   the    Accounts. 
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CHAPTER   XV. 


INTERNAL    CHECKS 

>  1. — The  Necessity  of  a  Sound  System  of  Internal  Check. 
2. — Definition  of  Internal  Check. 

3. — Classification  of  Internal  Checks. 

(a)  Physical  Checks. 

(b)  Mechanical  Checks. 

(c)  Theoretical  or  Intellectual  Checks. 

4. — Cash. 

(a)  General  Cash  Receipts. 

(b)  Travellers'  Remittances. 

(c)  General  Cash  Payments. 

(d)  Authority  for  Payments,  trade  or  otherwise. 

(e)  Wages. 

(1)  Time- Workers. 

(2)  Piece- Workers. 

(3)  Time-Workers'  Wages  Sheets. 

(4)  Piece-Workers'  Wages  Sheets. 

(5)  Payment  of  Wages. 
(/)  Petty  Cash. 

5. — The  Ledgers. 

(a)  General  Index  to  Ledgers. 
(6)  Distinctive  Labels. 

(c)  The  Sub-division  of  Ledgers. 

(d)  Loose-Leaf  Ledgers. 

(e)  Sectional  Balancing. 
(/)  Statements. 

(g)  Press  Cuttings  Index. 
(h)  Bad  Debts. 


internal  checks.  iu7 

6. — Purchases. 
7. — Purchase  Returns. 

8.— Sales. 

9. — Sales  Returns. 

K>.    Packages  and  Empties. 

(a)  Packages  charged  up. 

(b)  Packages  not   charged   up. 

11.— Cost  Accounts. 

12. — Stock. 

(a)  Valuation. 

(1)  Raw  Materials. 

(2)  Goods  in  Course  of  Manufacture. 

(3)  Finished  Goods. 
(6)  Method  of  Stock-taking. 
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CHAPTER     XV. 


INTERNAL     CHECKS. 
§  1  — The  Necessity  of  a  Sound  System  of  Internal  Check. 

It  is  of  the  utmost  importance  that  every  business  should  have 
in  operation  a  sound  system  of  Internal  ('heck. 

There  are  two  reasons  for  this  : — 

(1)  From  the  point  of  view  of  the  business. 

It  is  imperative  that  the  duty  of  each  clerk  should  be  clearly  defined, 
and  his  work  properly  supervised  ;  so  that  the  business  in  question  may 
cope  with  its  current  transactions  promptly  and  exactly,  expand  its 
connection  without  disorganisation,  and  trade  under  the  advantage 
of  method  and  system  such  as  will  guarantee  clockwork  regularity. 

Without  system  and  order,  success  in  business  is  well-nigh  impossible, 
and  any  professional  Accountant  whose  experience  extends  to  liquidation 
and  bankruptcy  work  will  bear  witness  to  the  truth  of  this  statement. 

(2)  From  an  Auditor's  point  of  view. 

The  practical  value  of  an  audit  very  often  depends  largely  upon 
the  merits  of  the  system  in  operation,  because  there  are  many  instances 
where  a  deficiency  of  organisation  or  method  cannot  be  made  good, 
even  by  the  most  skilful  investigation  of  accounts. 

§  2— Definition  of  Internal  Check. 

The  phrase  "  Internal  Check  "  indicates  some  system  of  organisation 
aiming  to  secure  as  far  as  possible  : — 

(1)  Accuracy  of  all  records  contained  in   all  the  books,   including 

those  outside  the  double  entry. 

(2)  Correctness  of  book-keeping. 

(3)  Speedy  detection  of  fraud,  and  thus  the  prevention  of  fraud. 


[ntkkvw.  checks.  ::40 

If  the  work  is  soundly  organised  upon  scientific  and  economic  prin- 
ciples, the  attainment  of  these  objects  can  only  be  defeated   by  collusion 

between  the  members  of  the  staff. 


§  3.  -Classification  of  Internal  Checks. 

Internal  checks  may  be  classified  into  three  distinct  groups  under 
the  headings  of  "Physical,"  " Mechanical,"  and  "Theoretical  or 
Intellectual"  checks,  and  a  complete  system  may  consist  of  all  or  any 

of  them. 

(a>    Physical  Checks. 

These  are  brought   about    by  the  actual  operation  of  one  material 
tiling  upon  another,  in  which  operation  at  least  two  persons  are  concerned. 

Examples  : — 

(1)  Two  keys  held  by  different   prisons,  without  both  of  which  keys 

a  safe  or  deed  box  cannot  be  opened. 

(2)  A  Time-recording  Clock. 

(.'})  A  Cash  Register. 

In  the  case  of  a  time-recording  clock  or  cash   register, 
responsible  person   alone    should    have    control  of    the  records 
contained  therein,  to  which  the  persons  operating  the  machine 

should  have  no  access. 

(b)    Mechanical  Checks. 

These  are  brought  about  by  machinery  of  infallible  or  certain  action, 
operated  by  one  person. 
Examples  : — 

(1 )  A  Calculating  Machine. 

(2)  An  Elliott   Fisher  Typewriter. 

In  the  operation  of  either  of  the  above  only  one  person  is 
concerned,  but,  as  explained  subsequently,  these  cheeks  may 
satisfactorily  form  pari  ofihe-jei.rr.il  system  of   internal  cheek. 
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(c)   Theoretical  or  Intellectual  Checks. 

These  are  brought  about  by  one  or  more  persons  performing  or 
abstaining  from  performing  certain  portions  of  the  work,  in  accordance 
with  a  defined  plan. 

Examples  : — 

(1)  Two  clerks  calling  over  the  postings  of  a  Ledger  in  which  they 

have  made  no  entries. 

(2)  A  Cashier  abstaining  from  making  entries  in  any  of  the  Ledgers. 

Theoretical  checks  are  the  most  important  of  the  three  classes  from 
the  point  of  view  of  the  science  of  accounting. 

The  general  system  of  internal  check  should  extend  to  cover  every 
transaction  which  the  business  enters  into,  whether  this  involves  Cash, 
Securities,  Bills,  Stock,  Purchases,  Sales,  Returns,  Wages,  or  any  other 
class  of  dealing.  The  system  should  be  complete  in  itself,  automatic  in 
its  working,  and  in  no  way  dependent  upon  the  audit. 

To  many  persons  it  may  appear  that  the  system  here  advocated 
would  involve  expenditure  wholly  out  of  proportion  to  the  benefits  ob- 
tained, and  prove  in  its  operation  extravagant  to  the  particular  business, 
but  this  is  not  the  case. 

It  is,  of  course,  essential  in  these  days  of  growing  competition  to  keep 
the  working  expenses  at  as  low  a  level  as  is  consistent  with  efficiency,  but 
it  is  quite  possible  for  a  business,  without  in  any  way  increasing  its  staff, 
to  so  arrange  the  work  of  each  employee  that  an  efficient  system  ipso  facto 
comes  into  operation.  Further,  it  should  be  noted  that  the  most  up-to-date 
firms  always  pay  particular  attention  to  the  perfection  of  their  internal 
organisation,  and  these  are  the  very  firms  that  work  on  the  most  economical 
lines.  Good  management  pays  for  itself  over  and  over  again  by  pre- 
venting waste,  over-staffing  of  the  business,  and  fraud ;  to  say  nothing 
of  clerical  errors  and  dishonesty  on  the  part  of  the  employees,  both  as  to 
their  work  and  as  to  monetary  matters.  As  regards  the  latter,  the  know- 
'  ledge  of  certain  detection  in  a  very  short  space  of  time  is  in  itself  a  great 
moral  check,  which  has  a  very  salutary  influence  over  the  whole  staff. 
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The  subject  lias  been  dealt  with  in  the  following  pages  as  affecting  a 
manufacturing  business,  since  this  affords  the  widest  application  of  the 
principles  involved. 


§  4.— Cash. 

Dealing  firstly  with  fche  cash  ami  the  cashier's  duties,  the  system  <>t 
internal  check  controlling  the  same  should  !><■  most  complete,  and  the 
Following  is  a  suggestion  which  has  satisfactorily  stood  the  tot  of  practical 
application. 

The  chief  duties  of  a  cashier  should  be  as  follows  : 

(1)  To  take  charge  of  all  cash  receipts,  and  sec  that  they  are  paid  into 

the  bank  daily. 

(2)  To  make  all   payments,  with  the   exception  <>i    petty  cash   dis- 

bursements. 

(.*})  To  pay  the  wages. 

(•I)  To  write  up  the  Cash  Book,  and  reconcile  the  same  with  the  Bank 
Pass  Book  at  least  monthly. 

(5)   T<>  make  no  entries  whatsoever  in  any   Ledger,  or  in  any  of  tin- 
books  of  prime  entry  (particularly  the  Wages  Book). 

un  (ieneral  Cash   Receipts. 

(1)  Each  morning  the  letters  should  be  opened  l>\  the  secretary  oi  the 

company,  or  some  other  responsible  official,  who  should  imme- 
diately stani]>  all  cheques,  postal  order-,  and  oilier  remittances 
with  an  indiarubber  stamp,  giving  the  name  of  the  hank  with 

which    the   firm    deals,   the   name   <>t    the   account,   and    the    word- 

■■  Not  negotiable,"  so  as  to  render  the  remittance  valuelesf 

anyone  save  the  firm  itself. 

(2)  The  responsible  official  should  then  call  these  remittance-  to  a 

clerk,  who  should  enter  the  same  in  a  diary,  ami  after  they  have 

been  checked  the  diary  should  he  initialled  bj  both  parties. 
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(3)  The  remittances  should  then  be  handed  to  the  cashier. 

(4)  A  clerk  who  has  had  nothing  to  do  with  entering  the  remittances 

into  the  diary  should  take  that  book,  and  make  out  counterfoil 
receipts  where  necessary.  (This  is  not  usually  done,  however, 
in  the  case  of  travellers'  remittances.)  The  same  clerk  should 
also  make  out  the  counterfoil  of  the  Paying-in  Book. 

(5)  Each  day  the  cashier  should  take  the  cheques,  postal  orders,  &c, 

received  during  that  day,  and  type  particulars  thereof  by  means 
of  a  calculating  machine  on  the  other  half  of  the  Paying-in  Book, 
getting  the  total  automatically,  which  should,  of  course,  agree 
with  the  total  arrived  at  by  the  clerk  who  entered  up  the 
counterfoil  portion  of  the  book.  In  this  way  a  mechanical 
check  is  successfully  introduced  into  the  general  system  of 
internal  check. 

(6)  A  clerk  having  taken  no  part  in  the  previous  operation  should  then 

take  the  remittances  to  the  bank. 

From  the  above  it  will  be  seen  that,  subject  to  any  adjustments  (such 
as,  for  instance,  with  regard  to  post-dated  cheques),  the  daily  cash  receipts 
are  made  up  and  agreed  three  times,  viz.  : — 

(1)  With  the  total  of  the  Diary. 

(2)  With  the  total  of  the  Paying-in  Book  as  made  out  by  the  clerk. 

(3)  With  the  total  of  the  Paying-in  Book  as  made  out  by  the  cashier 

with  the  calculating  machine. 

(b)  Travellers'  Remittances. 

As  a  general  rule,  the  customers  of  the  firm  should  be  requested 
to  forward  remittances  direct  to  the  Head  Office  of  the  business,  and 
the  system  of  sending  round  travellers  to  collect  debts  should  only  be 
resorted  to  in  special  cases  or  under  special  circumstances.  It  generally 
happens,  however,  that  there  are  reasons  why  the  debts  of  certain  customers 
should  be  collected  by  travellers,  and  consequently  special  precautions 
have  to  be  taken  to  see  that  all  cash  collected  in  this  way  is  properly 
accounted  for. 
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The  following  are  a  few  of  the  more  important   points  to  !><■  noted 
in  order  to  bring  these  travellers'  remittances  under  the  general  scheme 

of  internal  check  :  — 

(1)  A  guarantee  policy  of  insurance  should  be  taken  <»ut   for  each 

traveller. 

(2)  The  authority  of  cadi   traveller  for  collecting  debts  should   be 

strictly  limited  to  cases  where  arrangements  nave  been  made 
that  he  should  do  so,  and  to  cases  where  be  receives  special 
instructions  from  the  Head  Office.  The  limit  of  credit  given 
to  these  customers  should   l»c  definitely  fixed  and  enforced. 

(3)  Each  traveller  should  be  allotted  two  counterfoil  receipt   be 

for  alternate  weeks,  and  when  remitting  the  Bame  to  the  Head 
Office  at  the  end  of  each  week  he  should  enclose  a  statement 
showing  particulars  of  the  cash  collected  during  thai  week. 
The  cash  should  be  remitted  daily  by  the  traveller,  together 
with  a  short  statement  showing  from  whom  it   was  collected. 

The  travellers  should  not  be  allowed  to  deduct  their  expenses 
from  the  amounts  collected,  but  should  Bend  in  periodically 
a  statement  to  the  Head  Office  showing  lull  particulars  of  these 
disbursements.  The  Head  Office,  after  checking  such 
ments,  should  forward  to  the  particular  traveller  a  special 
cheque  therefor. 

As  an  additional  safeguard  some  firms  tiv.it  the  receipts 
given  by  the  traveller  as  interim  receipts,  and  arrange  for  a 
formal  receipt  to  be  sent  subsequently  from  the  Bead  Office. 
This  is,  however,  duplicating  fche  work,  and,  although  an  excellent 
check,  is  not  often  adopted  in  practice. 

(4)  The  cash  when  received    by  fche  Mead  Office  will  pass  through 

the  Diary  in  the  ordinary  course,  and  will  be  paid  int..  the  bank 
as  described  in  the  paragraph  dealing  with  general  cash  receipts, 

(5)  The  Head  Office  should  carefully  watch  all  the  account*  where 

the  remittances  pass  through  the  hands  <>t  travellers;  and  it 
any  of  such  accounts  are  nol   promptly  settled  in  accord 
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with  the  terms  of  credit,   application  should  at  once   be   made 
direct  from  the  Head  Office. 

(6)  A  clerk  other  than  the  cashier  should  check  the  weekly  state- 
ments of  the  various  travellers  with  the  counterfoil  Receipt 
Books,  also  with  the  Ledger  Accounts,  seeing  that  the  amounts 
are  correct  and  actually  represent  payment  for  goods  delivered. 
It  will  be  necessary  to  check  these  statements  also  with  the 
Cash  Book  in  cases  where  the  cash  has  not  yet  been  posted 
to  the  Ledger.  The  clerk  doing  this  work  should  initial  each 
statement  when  it  has  been  completely  checked. 


(c)    General  Cash  Payments. 

As  a  general  rule,  all  cheques  should  be  crossed  "  &  Co.,  A/c  Payee 
only — Not  Negotiable,"  in  order  to  render  them  valueless  to  all  except  the 
firm  to  whom  the  payment  is  made. 

Receipts  should  be  required  for  all  payments,  except  wages,  but 
including  salaries  of  clerks,  and  directors'  fees  if  the  business  is  a  limited 
Company. 

The  Cheque  Book  should  be  kept  under  lock  and  key,  and  the  cashier 
who  draws  the  cheques  should  under  no  circumstances  be  given  the 
procuration  of  the  firm  for  the  purpose  of  signing  cheques. 

The  following  are  points  to  be  noted  in  dealing  with  the  cash  pay- 
ments : — 

(1)  All  payments  should  be  made  by  cheque,  and  there  should  be 

a  fixed  day  set  apart  fortnightly  or  monthly  for  the  payment 
of  accounts. 

(2)  As  soon  as  the  cashier  receives  the  various  statements  for  pay- 

ment he  should  go  to  the  invoice  file  (where  the  invoices  entered 
in  the  Day  Book  should  be  placed  in  alphabetical  order)  and 
take  out  those  invoices  referring  to  the  particular  statement 
under    consideration.     He    should    most    carefully    note    that 
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proper  references  ami   iiiiii.il-   arc  shown   upon   these   invofc 
and    should   check  the   same    with    the   statement,    deducting 
therefrom  the  proper  discounts  allowed.     The  invoices  should 
then  be  fastened  to  the  statement. 

(3)  The  cashier  should  refer  to  tin-  account  in  the  particular  Bought 

Ledger  concerned  to  see  that     the  amount  ibject    to 

cash  discount,  with  the  statement.     He  Bhould  also  see  whether 

there  is  any  contra  account  in  any  of  Hie  Sold    I  and, 

if  so,  lie  should  deduct  the  amount  due  to  the  firm  from  the 
amount  shown  on  the  statement    to  he  due   hy  the  firm. 

(4)  The  statement   is  then  in  order  and  the  cheque  can  he  drawn. 

The  director  or  partner  signing  the  cheque  has  thus  all  the 
information  before  him  to  enable  him  to  ascertain  exactly 
the  goods  in  respect  of  which  the  cheque  is  payable. 

(5)  The  receipts  should  be  dealt  with  by  a  separate  clerk,  and  not 

by  the  cashier;  and  they  should  be  filed  away  in  the  order 
of  the  Cash  Book,  with  the  statement  and  invoice-  attached, 
marked  witli  a  number  corresponding  to  thai  shown  against 
the  entry  of  payment  in  the  Cash   Book. 

((>)  It  is  useful  to  show  against  each  payment  in  the  Cash  Book 
the  number  of  the  cheque  in  red  ink.  bo  that  the  same  can  be 
traced  with  facility  if  necessary. 

It  will  be  seen  from  the  above  that   this  method   of  dealing   with 
invoices  is  excellent  from  the  point  of  view  of  the  business  itself,  although 
from  an  auditor's  point  of  view  it  is  not   possible  to  vouch  the  Pure] 
Day  Book  with  the  same  readiness  as  if  the  invoices  were  tiled  in  i 
secutive  order.     However,  it  should  not   be  difficult   to  thoroughly 
and,  if  necessary,  to  entirely  check  these  invoices  with  the  prime  entries, 
because  the  Day   Book   references  should   he  clearly  marked   upon  the 
invoices. 

As  regards  vouching  the  cash   receipts,   the  system   will  he  found 
extremelv  satisfactory   to  the  auditor. 

e2 
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(_d)  Authority  for  Payments,  Trade  and  otherwise. 

Only  certain  responsible  officials  should  be  permitted  to  sanction 
the  payment  of  trade  accounts  ;  and,  in  every  case  where  such  sanction  is 
given,  the  initial  of  the  responsible  official  passing  the  account  for  payment 
should  be  appended  to  the  account,  in  addition  to  that  of  the  cashier  and 
other  persons  who  may  have  assisted  in  the  checking  of  the  account. 

Where  exceptional  payments  are  concerned — such  as  Gifts,  Charitable 
Donations,  Commissions  and  the  like — the  authority  for  passing  the  same 
should  be  reserved  by  the  principals  of  the  business,  or  only  delegated 
under  very  exceptional  circumstances.  In  the  case  of  a  Limited  Company 
a  Minute  of  the  Board  is  very  desirable  to  sanction  large  payments  of  this 
nature. 


(e)  Wages. 

A  very  large  percentage  of  the  defalcations  which  are  brought  to  light 
in  the  case  of  manufacturing  concerns  have  their  origin  in  the  payment 
of  wages.  Consequently  it  is  of  great  importance  to  have  a  thoroughly 
sound  system  of  Internal  Check  in  operation,  and  in  order  to  prevent 
collusion,  as  many  clerks  as  may  be  found  convenient  should  be  engaged 
in  the  preparation,  checking  and  re-checking  of  the  Wages  Sheets.  Too 
much  emphasis  cannot  be  placed  on  this,  as  time  after  time  clerks  who 
have  enjoyed  the  fullest  confidence  of  their  employers,  and  who  have  been 
unwisely  entrusted  with  almost  the  entire  responsibility  of  paying  the 
wages,  have  proved  themselves  unworthy  of  their  fiduciary  position. 

There  are  two  points  in  connection  with  the  wages  which  should  be 
noted  : — 

(1)  That  the  audit  of  the  Wages  Sheets  is,  in  the  majority  of  cases, 

of  little  value  unless  a  sound  internal  check  is  in  operation. 

(2)  That,  however  perfect  the  internal  check  may  be,  a  great  moral 

responsibility  rests  with  the  employers  or  chief  officers  of  the 
business  to  see  that  the  system  is  properly  carried  out  in  all  its 
details. 
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The    following    system    embodies    the    various    points   enumerated 

above  : — 

(1)  Tvme-Worker*. 

There    should   be    either  a    gate-keeper    <»r  time-recording 

elock  to  record  the  exact    times  of    workpeople   entering 
Leaving  the  business.     The  foreman  of  cadi  department   should 
also  record  the  time  of  workpeople  entering  and   leaving  the 
shops.      The    work   performed    by    cadi    workman    should    be 

entered    u]>  daily   by    him   on    a   card,   and    thi  ould    be 

initialled  by  his  particular  foreman. 

The  time  records  of  each  foreman,  together  with  the  . 
record,  should  be  sent  to  the  counting-house  daily. 

There  are  a  number  of  time-recording  clocks  upoD  the  market. 
Most  of  these  are  fitted  with  records  do!  accessible  to  the  9 

man,  except  to  the  limited  extent   which  enables  him  to  enter 
his  times.     Such  machines,  therefore,  fall  within  the  category  oi 

"  physical  "  cheeks. 

(2)  Piece-Worker*. 

Times  should  be  recorded  as  above  in  order  to  ensure 
punctuality.  The  work  performed  by  each  workman  should 
be  entered  by  him  on  a  card,  as  in  the  case  of  tune-worl 
and  this  should  be  initialled  by  the  foreman  or  viewer  for  p 
work,  and  will  form  the  basis  of  the  wages.  All  the  cards,  l><»th 
for  time  and  piece  workers, should  be  passed  through  fche  Work 
in  Progress  Office,  so  that  the  wages  can  be  properly  allocated 
over  the  various  accounts  in  the  Coal  Ledger. 

The     particulars     contained     <>n     the     piece-workers'     c.n-K 

having  been  clicked  in  the  Work  in  Progress  Office,  should  be 

summarised, and  the  summary  sent  t<>  the  counting-house  daily. 

There  should  be  separate  Wages  Sheets  for  both  time- and 
piece-workers,  and  the  procedure  for  compiling  these,  after  the 
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above-mentioned  records  have  been  received  in  the  counting- 
house,  should  be  as  follows  : — 

(3)  Time-  Workers'  Wages  Sheets. 

(1)  Two  clerks  should  compare  each  foreman's  Time  Sheets  with  the 

record  obtained  at  the  gate.  This  work  should  be  performed 
daily. 

(2)  Another  clerk  should  enter  upon  the  Wages  Sheets  the  names, 

rates  of  pay,  particulars  of  any  deductions,  and  the  number  of 
hours  worked  by  each  man  daily.  These  particulars  should 
agree  with  the  foreman's  Daily  Time  Sheets. 

(3)  A  Time  Summary  Book  should  be  kept,  showing  the  total  amount 

of  time  worked  by  each  man  employed  during  the  week.  This 
book  should  be  sent  to  the  counting-house  at  the  end  of  each 
week,  and  each  man's  time  agreed  in  total  with  the  Wages  Sheets 
as  to  the  number  of  hours  worked.  If  the  two  cannot  be 
reconciled,  it  may  be  necessary  to  check  in  detail  the  time  of 
each  man  in  order  to  effect  an  agreement. 

(4)  A  separate  clerk  should  work  out  and  enter  up  the  net  amount 

due  to  each  man,  and  cast  the  sheets. 

(5)  Another  clerk  should  check  these  calculations. 

(4)  Piece-  Workers'  Wages  Sheets. 

(1)  The  cards  allotted  to  piece-workers  should  be  readily  distinguished 

from  those  of  time-workers. 

(2)  As  each  piece-worker  completes  his  portion  of  the  work  upon  a 

certain  number  of  articles,  the  same  should,  where  possible,  be 
taken  to  the  storekeeper,  who  should  record  particulars  thereof 
and  give  out  to  the  next  workman  concerned.  If  the  articles  are 
completely  finished  they  should  be  taken  into  store. 

(3)  The  cards  (which  should  contain  full  details  of  the  work  done  and 

bear  the  initial  of  the  foreman  or  viewer)  should  be  summarised 
by  the  clerks  in  the  Work  in  Progress  Office,  as  already  stated. 
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The  summary  should  be  sent  to  the  counting-house,  signed  as 
correct  by  the  persons  responsible  for  its  compilation,  and  coun- 
tersigned by  the  manager  of  the  Work  in  IV  .  Office.  A 
counting-house  clerk  should  check  the  Bummary  with  the 
storekeeper's  record  of  goods  taken  in.  and  should  initial  the 
same  as  correct  if  found  to  be  in  order. 

(4)  The  Wages  Sheets  should  then  be  prepared  from  the  Bummary, 
the  procedure  in  entering  up,   checking     calculations  and 
checking  being  carried  out  upon  the  same  lines  as  those  ah. 
described  in  the  case  of  Time-Workers'  Wages  She 

(5)    Payment  of  Wages. 

Each  man  concerned  in  the  preparation  of  the  Wages  Sheets  should 
sign  for  the  work  he  has  done,  and  they  should  finally  be  countersigned 
as  a  whole  by  the  manager,  a  partner,  or  a  director. 

The  payment  of  the  wages  should  be  made  by  the  cashier,  who  should 
have  had  no  connection  with  the  work  described  above.     He  should  check 

the  additions  of  the  sheets,  and    should  analyse  the  total    am it    into 

sovereigns,    half-sovereigns,  Bilver    and    copper,  and    Bhould  then    draw    a 
cheque  for  the  exact  amount  required.     The  wages  should  be  paid  by  the 
cashier  in  the  presence  of  a  responsible  person  able  t<»  identify  the  men. 
Each  man  should  attend  personally  to  receive  his  money,  special  arrai 
ments,  which  should  be  rigidly  adhered  t<>.  being  made  for  absent* 

As  a  general  rule  it  is  not  possible  to  obtain  receipts  for  wages,  but 
the  signature  of  the  cashier  and  the  responsible  person  in  whose  presence 

t  he  w ages  are  paid  is  usually  considered  sufficient  evidence  «>f  payment . 

(f)  Petty  Cash. 

In  every  manufacturing  business  the  amount  of  cash  passing  through 
the  petty  cashier's  hands  should  be  reduced  to  a   minimum,  and  confined 

entirely  to  those  eases  where  the  payment  cannot  conveniently  be  made 
by  cheque.     The   ivm  Cash    Book  should   be  ruled  in  columnar  form, 

and  the  columns  headed  according  t<>  the  particular  requirements  of  each 
case.     There  should  always  lie  a  Ledger  column,  however,  which  should 
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be  used  for  special  items  for  which  there  is  no  specific  subsidiary  column, 
and  this  should  have  a  folio  column  attached,  so  that  the  entries  of  a  special 
nature  can  be  posted  in  detail  to  the  debit  of  the  particular  accounts 
to  which  they  refer. 

The  totals  of  the  other  columns  should  be  posted  monthly  or  quarterly 
after  the  entries  in  the  book  have  been  thoroughly  checked.  The  Petty 
Cash  Book  thus  becomes  in  effect  a  Ledger  Account  as  well  as  a  book 
of  prime  entry,  and  the  balance  representing  cash  in  hand  should  be 
taken  into  the  General  Trial  Balance. 

The  following  points  should  be  noted  and  carried  out,  so  as  to  include 
the  petty  cash  in  the  general  system  of  internal  check  : — 

(1)  The  petty  cashier  should  be  a  responsible  clerk. 

(2)  No  payments  should  be  made  unless  the  demand  is  accompanied 

by  a  proper  voucher  signed  by  the  payee,  and  duly  approved 
by  a  responsible  official. 

(3)  Each  week  the  Petty  Cash  Book  should  be  checked,  and  the 

cash  in  hand  counted  by  a  responsible  official. 

(4)  The  only  items  of  Petty  Cash  Receipt  should  be  those  drawn 

from  the  General  Bank  Account  for  that  purpose,  all  other 
sums  received  by  the  business,  however  small,  being  paid  direct 
into  the  Bank,  and  dealt  with  through  the  General  Cash  Book. 

(5)  No  clerk  should  be  allowed  to  borrow  cash  from  the  Petty  Cashier 

under  any  circumstances. 


§  5-  The  Ledgers. 

The  general  system  of  Internal  Check  is  brought  to  bear  upon  the 
various  Ledgers  as  follows  : — 

(a)  General  Index  to  Ledgers. 

Each  Ledger  should,  of  course,  contain  a  comprehensive  index, 
which  should  be  kept  strictly  up  to  date,  and  each  Ledger  clerk  should 
be  held  responsible  for  this  being  carried  out,  so  far  as  the  Ledgers  under 
his  control  are  concerned. 
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It  is,  however,  of  very  great  convenience  to  have  a  General  Lndes 
for  all  the  Ledgers,  showing  clearly  in  which  Ledger  any  particular  account 

is  open,  and  tJie  folio  in  thai  Ledger.  This  general  index  should  also 
contain  the  correct  -postal  address  of  each  customer  of  the  firm.  It  should 
be  kept  absolutely  up  to  date,  and  if  this  is  done  the  advantages  gained 
will  more  than  counterbalance  the  trouble  and  labour  involved. 

(b)   Distinguishing  Labels. 

All   Ledgers   should    have   some   distinguishing    letter,    number, 
name,  so  as  to  render  them  readily  recognisable,  and  to  Bave  any  waste 

of  time  in  looking  for  accounts. 

In  order  to  further  facilitate  this,  some  linns  adopt  the  plan  of  h.t\  ing 
the  different  groups  of  Ledgers  bound  in  different  coloured  bindings, 
and  with   Very  satisfactory   results. 

The  Ledgers  should  be  of  moderate  size;  for  although  the  labour 
of  opening  and  spacing  Ledgers  is  considerable,  the  inconvenience 

weight  of  bulky  books  of  account  is  to  be  avoided  wherever  possible. 

(c>  The  Subdivision  of  Ledgers. 

No  genera]  rule  can  be  given  for  the  subdivision  of  Ledgers,  as  this 
in  every  case  must  depend  on  the  circumstances  and  the  convenience 
of  the  firm  in  question. 

The  following,  however,  are  a  few    of  the  points  which  should   be 

taken   into  consideration:  — 

(1)  The   Town   Accounts  should    be   kept    distincl    from   the   Country 

Accounts. 

(2)  Both  the  Town  and  the  Country   Ledgers  should  be  again  Bubt 

divided  to  a  certain  extent   over  the  districts  covered  by  the 
various  travellers. 

(3)  The   Accounts   with   foreign    firms   should    he    collected    int 

special     Foreign     Ledger,   and    if    these    transacts  «t\ 

numerous  and  extend   to  several  different    foreign  country 
1 1 1 ; i \  he  wise  to  have  a  separate  Ledger  for  each  country. 


362  BOOK-KEEPING    AND    ACCOUNTS. 

(4)  All  Impersonal  Accounts  should  be  collected  into  an  Impersonal 

Ledger,  and  the  Private  Ledger  should  only  contain  accounts 
of  a  strictly  private  nature.  This  is  important,  as  only  certain 
responsible  officials  will  have  access  to  the  Private  Ledger,  and 
it  will  be  their  duty  to  write  up  the  same  ;  and  it  is,  of  course, 
absurd  to  burden  such  persons  with  detail  which  can  quite 
property  be  allocated  to  others. 

(5)  The   convenience   of    the   counting-house  in  the   matter  of  the 

posting  up  and  checking  of  the  Ledgers  should  be  given  the 
fullest  consideration. 

(d)  Loose=leaf  Ledgers. 

Loose-leaf  Ledgers  are  now  being  used  by  a  very  large  number  of 
firms,  and  it  is  impossible  to  overlook  the  advantages  which  they  have 
over  ordinary  Ledgers.  The  system  carries  with  it  certain  disadvantages, 
however,  but  with  careful  management  these  can  be  minimised.  It  should 
be  noted  that  each  page  in  these  Loose-leaf  Ledgers  must  contain  both 
the  debit  and  credit  sides,  and  consequently  it  is  not  always  possible  to 
bring  such  Ledgers  into  use. 

The  following  rules  should  be  rigidly  enforced  to  enable  the  system 
to  be  introduced  with  comparative  safety  : — 

(1)  The  keys  should  be  under  the  sole  control  of  the  Secretary,  or 

some  other  responsible  official,  and  he  should  never,  under  any 
circumstances  whatsoever,  hand  over  such  keys,  even  temporarily, 
to  any  Ledger  clerk. 

(2)  The  stock  of  loose  sheets  should  be  kept  by  the  clerk  in  charge 

of  the  stationery  store  cupboard,  and  no  sheets  should  be  given 
out  by  him  except  in  exchange  for  a  requisition  order,  properly 
made  out  and  approved  by  the  Secretary  or  other  responsible 
official. 

(3)  The  sheets  should  be  ruled  and  printed  m  some  way  to  render  them 

different  from  the  stock  article  supplied  by  stationers. 

(4)  Each  Ledger  clerk  requiring  new  sheets  should,  after  having  filled 

in  a  properly  approved  requisition  order,  bring  the  sheets  thus 
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obtained  to  the  Secretary,  who  should  unlock  the  Ledger  and  Bee 
that  the  sheets  are  properly  inserted,  and  also  that  the  ledger 
is  re-locked. 

(;*))  No  sheets  should  be  taken  ou1  of  any  Ledger  until  after  the  matter 

contained  in  such  sheets  has  been  proved  and   passed   bj   the 

auditor. 

(C>)  The  Secretary  or  other  responsible  official,  in  addition  to  the  par- 
ticular Ledger  clerk,  Should  initial  all  sheets  taken  out  of  the 
Ledgers. 

(7)    All  sheets  so  taken  out   should  he  tiled  uw.iy  in  proper  order. 

(e)  Sectional    Balancing. 

This  subject  has  been  fully  dealt  with  in  Chapter  IX. 

(f)  Statements. 

Statements  should  be  sent  out  periodically  to  customers,  and  it  is 
desirable  that  these  should  be  made  out  and  checked,  where  possible,  by 
clerks  not  concerned  in  writing  up  the  Ledgers.  The  importance  of  t hex- 
Statements  will  he  readily  conceded  when  it  is  remembered  bat,  in 
addition  to  acting  as  an  intimation  that  a  remittance  is  required,  they 
Mill  also  bring  forward  an  immediate  protest  from  customers  who  have 
not  been  given  credit  for  cash  already  paid. 


(g)   Press  Cuttings  Index. 

All  cuttings  from  trade  papers  and  journals  likely  to  he  of  interest 
and  value  should  be  collected  and  pasted  into  an  index  arranged  x»  a-  to 
enable  any  required  information  to  he  ascertained  at  ,i  moment's  notice. 

Should  the  index  contain  any  notices  affecting  open  accounts  in  the 
Ledger,  particular  attention  should  be  paid  to  the  same,  and  if  the  credit  of 
any  such  firm  -s  on  that  account  questioned,  a  i-<>]>\  of  the  cutting  should 
be  made  and  pinned  to  the  account  in  the  ledger  to  present  the  matter 
being  overlooked.     By  this  means  Bad  Debts  are  often  avoided, 
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(h)  Bad  Debts. 

No  amounts  should  be  written  off  to  Bad  Debts  Account  without 
being  first  sanctioned  by  some  responsible  official,  who  should  initial  the 
journal  entry  dealing  with  the  matter. 

Many  firms  adopt  the  principle  of  opening  a  Bad  Debt  Ledger, 
and  as  each  bad  debt  is  written  off  an  account  for  the  same  is  opened 
in  the  Bad  Debt  Ledger.  This  Ledger  need  not  form  part  of  the 
double  entry,  being  purely  a  memorandum  book,  but  is  useful  to  show  the 
business  the  ultimate  loss  incurred  in  respect  of  each  bad  debt. 

All  bad  debt  dividends  received  should  be  credited  to  a  Bad  Debt 
Dividend  Account,  and  taken  to  the  credit  of  the  period  in  which  they 
are  received.  These  amounts  should  also  be  entered  on  the  credit  side 
of  the  particular  account  in  the  Bad  Debt  Ledger,  and  the  ultimate 
balance  of  each  account  will  then  show  the  exact  loss  which  the  firm  has 
sustained  in  each  case. 


§  6.— Purchases. 

A  complete  system  of  internal  check  should  ensure  the  inclusion  and 
accuracy  of  all  the  prime  entries.  The  following  procedure  dealing  with 
Purchases  from  the  issue  of  the  order  to  the  entry  in  the  Day  Book,  if 
carried  out,  will  guarantee  this  result : — 

(1)  Only  certain  responsible  officials  should  be  authorised  to  sanction 

the  ordering  of  goods. 

(2)  The  official  order  should  be  initialled  by  the  responsible  official 

authorising  the  same  before  it  is  sent  out. 

(3)  All  goods  coming  in  should  be  entered  in  a  Goods  Inwards  Book 

kept  for  this  purpose  by  the  gate  office  foreman. 

(4)  As  soon  as  the  invoices  for  the  goods  purchased  are  received  they 

should  be  handed  to  the  invoice  clerk. 

(5)  The  invoice  clerk  should  check  the  details  of  each  invoice  with  the 

Order  Book,  and  see  that  it  is  correct,  and  should  also  ascertain 
that  the  number  of  the  order  is  clearly  shown  on  such  invoice. 
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(6)  The  invoice  clerk  should  enter  on  each  invoice  bhe  reference  to 

the  Goods  Inwards  Book,  and  should  mark  in  red  in  this  book 
the  number  of  the  particular  Day  Book,  full  reference  thereto 
being  entered  subsequently.  This  procedure  should  prevent 
duplicate  invoices  being  dealt  with  as  originals. 

(7)  The  invoice  clerk  should  thoroughly  check  each  invoice,  and  initial 

therefor. 

(8)  The  invoice  should   he  scui    fco  the  particular  department  from 

which  the  goods  were  ordered,  and  the  manager  of  this  depart- 
ment should    initial    same,  thereby    signifying    approval    as   to 

quality,  price,  &c. 

(D)  The    invoice    clerk   should    enter  each    invoice   in  the  Purchase 
Day  Book,  and   extend   the   item   to  the   proper  departmental 

column. 

(10)  The  invoices   should    he  called  over  to  the  Purchase  l>i\    Book, 
and  tiled  until  required  by  the  cashier. 


§  7. — Purchase  Returns. 

Upon  the   return  of  goods    purchased,   the   departmental    i    u 
should  send  an  Advice  Note  and  pass  requisition  to  the  counting-house, 
the  Advice  Note  containing  full  details  concerning  Buch  g Is. 

The  Secretary  should  issue  the  pass  and  hand  the  Advice  Note  t<»  tin- 
invoice  clerk,  who  should  cheek  same  with  the  original  invoice,  and   make 

an  entry  in  the  Bought   Returns  Book.     This  entry  should  he  checked, 

and  the   Advice    Note,   attached    to   the    invoice,    tiled   so   that    the  eadiier 

must  deal  with  both  simultaneously. 

[f  the  original  invoice    i>   already    paid,    the    invoice    clerk    should 

pass  the  entry  through  the  Bought  Returns  Book,  and  should  obtain  a 
credit  note  therefor,  which  should  he  placed  with  the  invoices  not  paid, 
so  that  a  deduction  can  he  made  from  any  subsequent  payment. 

It  should  he  noted  that  no  goods  cm  leave  the  premises  (apart  from 

those  in  the  Sales  Older  Book)  without  ,i   pa--  from  the  COUnting-house. 
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§  8.— Sales. 

Following  the  general  scheme,  the  procedure  for  dealing  with  Sales 
from  the  receipt  of  the  order  to  the  entry  in  the  Day  Book  should  be  as 
follows  : — 

(1)  Immediately  the  order  is  received  particulars  thereof  should  be 

entered  in  a  Diary. 

(2)  Full  details  of  the  order  should  be  entered  in  a  manifold  Order 

Book,  the  one  sheet  being  retained  in  the  book,  and  the  other 
being  sent  to  the  gate  office  foreman. 

(3)  The  gate  office  foreman  should  enter  up  the  particulars  of  each 

order  in  the  Warehouse  Memoranda  Books,  and  the  warehouse- 
man should  send  out  the  goods  accordingly. 

(4)  The  gate  office  foreman  should  keep  a  special  Gate  Book,  in  which 

he  should  enter  details  of  all  goods  going  out  of  the  factory,  and 
he  should  check  the  entries  in  this  book  with  the  duplicate  sheets 
from  the  Order  Book. 

(5)  The  gate  office    foreman    should    attend    each    morning   at    the 

counting-house,  and  should  call  over  the  orders  fulfilled  during 
the  previous  day  with  the  invoice  clerk,  who  should  mark  off 
the  same  in  the  Order  Book.  As  these  are  re-checked,  the 
gate  office  foreman  should  cancel  the  duplicate  sheet  of  the 
Order  Book. 

(6)  The  invoice  clerk  should  extend  the  prices  in  the  case  of  orders 

marked  off  in  the  Order  Book,  and  these  should  be  independently 
checked,  both  parties  initialling  for  such  work.  The  orders  not 
checked  off  will  represent  the  orders  unfulfilled,  and  the  invoice 
clerk  should  not  allow  these  to  remain  open  for  more  than  two 
days  without  calling  attention  to  the  same. 

(7)  The  invoice  clerk  should  type  the  invoice  and  entry  in  the  Day 

Book  simultaneously.  A  typewriting  machine  is  now  on  the 
market  which  enables  this  to  be  done,  and  which  also  automatic- 
ally adds  up  the  total  of  each  page  of  the  Day  Book.  Consequently 
all  that  it  is  necessary  to  do  is  to  check  the  casts  of  the  Day  Book, 
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and  once  more  a   mechanical  check   ia  successfully  introduced 

into  the  general  system  of  internal  check. 

(8)  The  invoices  should  be  called  over  with  the  Order  Book,  and,  as 

each  one  is  verified,  the  entry  in  the  Order  Book  ahould  be  dis- 
tinctly marked  through,  so  that  any  orders  m>1  invoiced  will 
remain  open  and   be  readily  distinguished. 

(9)  The  correctness  of  the  details  in  the  Sales  Daj    Book  are  thus, 

ipso  facto,  proved. 

§  9.— Sales  Returns. 

Goods  returned  by  customers  should  be  entered  by  the  gate  office 
Foreman  in  a  special  Returns  Inwards  Hook  upon  receipt.  He  should 
(Miter  particulars  thereof  in  a  counterfoil   Receipt  Book,  which  should  be 

sent  daily  to  the  counting-house  to  be  cheeked.  When-  credit  has  to  In- 
given  for  these  goods,  the  detachable  part  of  the  counterfoil  Receipt  Book 
should  be  rilled  in,  checked,  and  sent  to  the  customer.  The  counterfoil 
Receipt  Book  should  then  be  pased  on  to  the  clerk,  who  make-  the  entry 
in  the  Sales  Returns  Day  Book. 

All  credit  notes  should  be  approved  and  initialled  l>y  a  responsible 
official  before  despatch. 

§  l().     Packages  and  Empties. 

The  method  of  dealing  with  packages  depends  "u  whether  they  nave 
been  charged  out  to  t  he  customers  or  not,  and  whet  her  t  he\  arc  re1  urnable 
or  not. 

Where  the  empties  are  not   returnable,  the  charge  tor  the  pad 

should  be  included   in  the  price  of  the  i_roods,  and  consequently  an\    profil 

made  on  the  package  will  he  included  in  the  -ale-.  Where,  however, 
empties  are  returnable,  they  should  he  charged  up  to  the  various  accounts 
-whenever  possible,  but  it  sometimes  happens  thai  customers  are  in  a  posi- 
tion to  object,  and  absolutely  refuse  to  allow  this  procedure  to  be  adopted, 
and  in  consequence  some  other  scheme  has  I «•  be  devised. 
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The  following  is  a  suggestion  for  the  treatment  of  packages  in  both 
cases,  on  the  assumption  that  the  empties  are  returnable  : — 

(a)   Packages  charged  up. 

There  should  be  a  special  column  in  the  Sales  Day  Book  to  record 
the  amount  to  be  charged  up  in  respect  of  packages.  The  account  of  each 
customer  will  thus  be  debited  with  the  value  placed  on  the  packages,  and 
the  total  of  the  packages  column  in  the  Day  Book  should  be  posted,  not 
to  the  credit  of  Sales  Account,  but  to  the  credit  of  a  special  Packages 
Account.  As  the  empties  are  received  back  particulars  thereof  should  be 
entered  in  an  Empties  Journal,  which  should  be  posted  in  detail  to  the 
credit  of  the  particular  customers,  and  in  total  at  the  end  of  each  month  to 
the  debit  of  the  special  Packages  Account. 

If  credit  is  allowed  on  the  empties  returned  to  the  full  extent  of  the 
amount  charged  up  therefor,  the  credit  balance  on  the  Packages  Account 
should  represent  the  amount  charged  up  for  packages  outstanding,  and 
this  figure  should  be  deducted  from  the  debtors  in  the  Balance  Sheet. 

It  should  be  remembered  that  these  packages  are  usually  charged  up 
at  a  higher  rate  than  cost  price,  and  in  many  instances  when  they  are 
returned  credit  is  only  given  for  the  cost  price.  In  this  latter  case  an 
actual  profit  is  made  ©n  the  empties,  which  should  be  taken  to  a  Profit  on 
Empties  Account.  It  may  happen  in  isolated  cases  that  customers  retain 
packages  and  pay  for  the  same.  In  such  cases  an  adjusting  entry  should 
be  made,  debiting  the  special  Packages  Account  and  crediting  the  Profit 
on  Empties  Account. 

Full  particulars  of  the  returned  empties  should  be  made  by  the  gate 
office  foreman,  and  recorded  in  a  counterfoil  Credit  Note  Book.  This  book 
should  be  sent  daily  to  the  counting-house  and  called  over  with  the  Ledger 
Accounts.  Immediately  the  items  are  proved  a  credit  note  should  be  made 
out,  and  after  this  has  been  checked  and  initialled  it  should  be  sent  to  the 
customer  concerned. 

The  counterfoil  portion  of  the  book  should  then  be  handed  to  the 
empties  clerk,  who  should  write  up  the  Empties  Journal  therefrom. 
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lb)   Packages   not  charged  up. 

There  should  be  special  columns  ruled  in  the  Ledger  to  record  the 
identification  number  of  each  package  aenl  out  bu1  not  charged  up.  The 
number  should  be  entered  on  tin-  invoice  and  in  the  Day  Book,  and  reference 
thereof  made  in  the  Package  Number  column  on  the  debit  side  of  the  par- 
ticular account  in  tiie  Ledger  at  the  time  when  the  posting  oi  the  Bale  is 
made. 

As  the  empties  are  returned  full  particulars  thereoi  should  be  recorded 

by  the  gate  office  foreman,  as  explained  previously.     It  will  not  be  at 
sary,  however,  to  scud  out  credit  notes,  nor  will  any  entries  be  made  in 
the  Empties  Journal.     The  gate  office  foreman's  book  should  be  called 
over  with  the  various  accounts  in  the  Ledger,  and  as  each  entry  is  checked 
the  particular  number  of  the  package  Bhould  be  entered  in  the  Pacl 
Number  column  on  the  credit  side  of  the  Ledger  Account. 

The  Ledger  clerk  should  periodically  examine  the  Package  tfumbei 
columns  in  the  Ledger,  and  cross  out  the  number-  corresponding  on  tin- 
debit  and  credit  sides.  The  remaining  numbers  Bhould  then  represent 
the  packages  still  in  the  hands  of  customers. 

Proper  Stock  Accounts  should  be  kept  for  the  packages,  and  the 
balances  of  these  accounts  should  show  at  a  glance  the  cosi  price  value 
of  the  packages  in  the  factory,  in  the  hands  of  customers  charged  up  and 
in  the  hands  of  customers  not  charged  up;  Hie  stocktaking  should  be 
carried  out  without  reference  to  these  Stock  Accounts,  and  the  value 
independently  arrived  at  in  this  way  should  he  compared  w  it  h  t  be  balances 
on  the  Stock  Accounts,  and  any  discrepancy  enquired  mto.  Allowance 
should,  of  course,  be  made  for  depreciation,  and  the  Stock  Accounts  will 
have  to  be  adjusted  to  meet  this. 

§  11.     Cost  Accounts. 

It  is  essential  thai   proper  Ooei   Accounts  should  !»•■  kept  ai 

with  the  financial  hock-.     These  -how  the  exact  .,.-1  of  _ Is  manul 

tared,  and  the  management  is  enabled  thereby  t<>  effect  a  strict  control 
over  expenditure,  particularly  in  the  case  oi  wagi 

A  discussion  of  ( losl  Accounts  in  detail  w  ill  he  found  in  <  hapter  \  I. 
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§  12.— Stock. 

Stocktaking  is  one  of  the  most  vital  proceedings  of  a  manufacturer's 
business,  because  an  erroneous  stock  value  directly  affects  the  profits. 
This  fact  has  been  fraudulently  acted  upon  in  many  instances,  and  was  the 
method  adopted  to  inflate  the  profits  in  the  well-known  case  of  the  Kingston 
Cotton  Mills. 

The  most  important  check  that  can  be  brought  to  bear  upon  such 
inflation,  so  far  as  an  auditor  is  concerned,  is  for  him  to  ascertain  the 
ratio  between  the  gross  profit  shown  by  the  Trading  Account  and  the 
Sales  for  the  period,  after  charging  only  such  items  of  prime  cost  as  vary 
directly  with  the  turnover,  and  to  compare  with  that  of  previous'periods, 
inquiring  into  any  fluctuation  which  cannot  be  readily  accounted  for. 
Where  the  manufacturer  works  for,  and  maintains,  a  fixed  percentage 
of  profit  on  cost,  this  is  a  perfectly  reliable  check,  and  in  any  case  it  is  of 
considerable  utility. 

(a)   Valuation. 

Where  complete  Cost  Accounts  are  kept  and  agreed  with  the  finan- 
cial books  it  is  necessary  in  taking  stock  to  discriminate  between  : — 

(1)  Raw  Materials. 

(2)  Goods  in  course  of  manufacture  for  Stock  and  Contract  Accounts. 

(3)  Finished  Goods. 

(1)  Raw  Materials. 

The  cost  of  goods  utilised  in  manufacture  will  have  been  passed 
through  the  financial  books,  so  that  the  value  of  the  stock  of  raw  materials 
on  hand  should  agree  approximately  with  the  balance  shown  on  the 
Materials  Account  in  the  financial  books  ;  and  after  an  independent 
valuation  of  the  raw  material  has  been  made,  a  reconciliation  between 
such  value  and  the  balance  on  the  Materials  Account  should  be  effected. 
If  the  market  value  has  gone  down,  an  entry  should  be  put  through  the 
books  to  adjust  the  balance  on  the  Materials  Account.  The  invoices  for 
purchases  will  form  a  ready  check  as  to  the  cost  price  of  the  goods. 
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(2)  Goods  in  course  of  Manufacture. 

The  correct  valuation  of  goods  in  the  course  of  manufacture  is  essentia] 
in  order  to  show  the  exact  value  of  the  work  in  progress  upon  each  of  the 

Manufacturing  Cost  Accounts. 

It  is  impossible  to  lay  down  any  hard-and-fasl  rules  as  to  the  method 
to  be  adopted  in  valuing  these  partly  manufactured  goods  ;  bul  where 
a  complete  system  of  Cost  Accounts  is  in  operation,  the  variouf 
Sheets,  showing  the  exact  cost  of  manufacturing  goods  at  \.n  ■ 
should  form  a  satisfactory  test  of  the  value  arrived  at.  The  value  put 
upon  these  goods  should  approximately  agree  with  the  balances  on  the 
various  Manufacturing  and  Contract  Accounts,  and  a  reconciliation  between 
the  two  should  be  made. 

(3)  Finished  Goods. 

The  stock  of  these  should  be  taken,  and  the  total  value  should 
with  the  Stock  Accounts.     The  various  Cost  Sheets  \\  ill  furnish  particulars 
which  will  form  a  very  satisfactory  check  on  the  valuation  placed  upon 

these  goods. 

(b)    Method  of  Stocktaking. 

The  procedure  for  stocktaking  should  be  as  follows  : 

(1)  The  stock  should  be  taken  immediately  after  the  close  "t  the  las! 

day  of  the  period,  and  the  basis  of  valuation  should  l».   coal  "i 
market  price,  whichever  is  Lower. 

(2)  The  work  of  stocktaking  should  be  apportioned  bj  allocating 

person  to  call  out  the  quantities  and  descriptions  ol  the  g la  ; 

another  to  enter  these  particulars  on  the  Stock  sheet-  •   another 
(who  should  be  a  responsible  official)  to  enter  the  prio  other 

to  make  the  calculation-  and  i<>  cast  the  sheets  ;   and  another  t<> 

check  these  calculation-  and  casts. 

Each  person  should  initial  for  the  work  done  1>\   lnm  m  connection 
with   the   Stock   Sheets;    and,   finally,   the   -heel-    should    he    signed 
whole  by  the  chief  manager,  a  director,  or  a  partner. 

A  A  J 
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All  invoices  referring  to  the  period  under  review  should  be  brought 
into  account,  particular  care  being  taken  to  see  that  no  stock  is  included 
unless  the  invoice  referring  to  it  has  been  actually  passed  through  the 
financial  books.  On  the  other  hand,  where  invoices  properly  referring 
to  the  period  under  review  are  received,  but  the  goods  in  respect  thereof 
are  not  received,  such  goods  should  be  valued  and  brought  into  account 
as  stock  in  transit.  Goods  sold  but  not  despatched  must,  of  course,  be 
eliminated,  and  great  care  should  be  exercised  to  see  that  this  is  done. 
It  will  be  necessary,  however,  to  see  that  the  sale  in  each  case  is  properly 
recorded. 

As  regards  stock  at  the  docks,  or  in  bonded  warehouse  at  the  date  of 
stocktaking,  it  must  be  seen  that  the  invoices  in  respect  thereof  are  passed 
through  the  books,  and  that  any  charges  paid  out  on  such  goods  are  pro- 
perly dealt  with,  so  that  the  correct  valuation  can  be  placed  upon  them. 


No  scheme  of  internal  check  can  prove  a  success  unless  the  chief 
officials  of  the  business  take  an  intelligent  interest  in  its  operation,  and  see 
that  each  step  is  systematically  carried  out. 

Tn  consequence  a  considerable  moral  responsibility  rests  with  the 
heads  of  the  firm,  and  it  is  their  duty  occasionally  to  supervise  the  cash 
and  examine  the  balances,  to  be  present  at  the  payment  of  wages,  and  to 
examine  carefully  the  main  branches  of  the  system  in  operation,  in  order 
that  they  may  be  in  a  position  to  introduce  improvements  wherever 
possible. 

No  system  can  ever  remain  sound  unless  it  is  constantly  subjected 
to  severe  scrutiny,  and,  where  necessary,  adjusted  to  meet  present-day 
needs. 
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ABSORPTION 

of  one  limited  company  i>y  another,  179. 
treat  ment  of  revenue  balanoes,  181. 
treatment  of  shares  partly  p;ii<l  op,  186, 

ACCIDENT    COMPENSATION    FUND,    184 

ACCOMMODATION     BILLS,    72,    288 
ACCOUNT    CURRENT 

definition  of,  58. 
form  of,  58. 

ACCOUNT    SALES 

definition  of,  54. 
form  of,  55. 

ACCOUNTS    OF    A    COMPANY,    172 

ACREAGE    RENT 

definition  of,  M'.i. 

ADJUSTMENTS 

in  partnership  aooonnts,  B5. 

uiiilcr  single  entry,  01. 

where  interest  on  capital  lias  Keen  omitted.   \2~, 

AD    VALOREM    STAMP    DUTIES 

on   hills  ot'  exchange,  f'.tl. 
on  promissory  note**,  66. 

ADVANTA(  1 1  :s 

of  double  entry  over  single  entry,  3. 

AGENTS 

aooonnts  with.  62. 
del  credere,  ~>t. 

AGREEMENTS 

hire-purchase,  .'{07. 

to  |u\   i>\  instalments,  310. 

ALLOTMENT  LETTER 
explanation  of,  143. 
form  of,  144. 
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ALLOTMENTS 

return  to  Eegistrar,  146. 

AMALGAMATION 

of  companies,  177. 

AMORTISATION    FUND,    38 
ANALYSIS    OF    WAGES,    246 

ANNUAL    LIST 

of  members  and  summary  book,  137. 

ANNUITY 

repayment  of  capital  by  way  of,  104. 

ANNUITY    SYSTEM 

explanation  of,  34. 

provision  for  depreciation  under,  35. 

APPLICATION    LETTERS 

explanation  of,  140. 
form  of  141. 

APPLICATION  AND    ALLOTMENT    BOOK,    142 

APPLICATION    AND    ALLOTMENT    OF    SHARES,    140 

application  letters,  140. 

calls,  145. 

form  of  allotment  letter,  144. 

form  of  application  letter,  141. 

form  of  application  and  allotment  book,  142. 

journal  entries  relating  thereto,  146,  148. 

letters  of  allotment,  143,  144. 

letters  of  regret,  143. 

return  of  allotments,  146. 

shares  issued  at  a  premium,  147. 

vendors'  and  signatory  shares,  145. 

APPLICATION    OF    BONUS 

to  calls,  169. 

APPORTIONMENT    OF    PROFIT 

prior  to  incorporation,  165. 

APPROPRIATION    ACCOUNT 

definition  of,  15. 

APPROVAL 

goods  sent  on,  50. 

ARREARS    OF    CUMULATIVE    PREFERENCE    DIVIDEND,    r 
ARTICLES    OF    ASSOCIATION 

contents  of,  136. 
definition  of,  136. 

ASCERTAINMENT    OF    PROFIT 

under  single  entry,  5,  91. 

ASSETS 

various  kinds  of,  17. 
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AUDIT 

preparation  for,  of  company's  books,  171. 

AUTHORITY   FOR    PAYMENTS,    366 

AVERAGE    DATE,    59,   102 
definition  of,  .v.i. 
illustration  of,  ;">!). 


BAD    DEBTS 

dividends  in  respect  of,  36 1 
ledger  for,  364. 
reaen <•  aoconnl  for,  12, 
reserve  for,  12. 

BALANCE    SHEET,   :? 
definitioD  of,  :i,  1 
form  of,  17. 
of  a  company,  172. 

BANK    RECONCILIATION    STATEMENT,   2S 

BANKRUPTCY    ACCOUNTS.    283 
boob  debts,  286. 
deficiency  aoconnl ,  287. 
fully  secured  creditors,  28  i. 
liabilities  on  Mils  discounted,  286. 
partly  sccun-d  creditors,  284. 
preferential  creditors,  •_'*•'>. 
Btatemenl  of  affairs,  283. 

unsecured  creditors,  284. 

valuation  of  assets,  286. 
BANKRUPTCY    OF    FIRMS,    288 
BELL'S    PRINCIPLES,    Llfl 

BILL    DIARY 

use  of,  72. 

BILL   PAYABLE  BOOK 

form  of,  7i'. 

BILL    PAYABLE    LEDGER,    7" 
BILL    RECEIVABLE    BOOK 

form  of,  till. 

BILL   RECEIVABLE    LEDGER 

form  of,  71. 
086  of.  7  1. 

BILLS    DISCOUNTED 

Contingent   liability    on,  7'.».    1  7 * ■ . 
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BILLS    OF    EXCHANGE 

accommodation  bill,  72,  285. 
definition  of  64. 
specimen  forms  of,  66. 
stamp  duties  on,  66. 

BONUS 

application  of,  to  payment  of  calls,  169. 

BONUS    SHARES 

issued  at  par,  168. 
issued  at  a  premium,  168. 

BOUGHT  LEDGER  ANALYSIS  BOOK,  9 

form  of,  12. 

BRANCH    ACCOUNTS,    209 

foreign  branches,  231. 
retail  branches,  211. 

goods  charged  at  cost  price,  215. 

goods  charged  at  cost  price  plus  percentage,  217. 

goods  charged  at  selling  price,  211. 
wholesale  branches,  209. 

BRANCH    BOOKS 

when  all  detail  is  recorded,  219. 

BRANCH    CURRENT    ACCOUNTS,   219,    225 
BROKERAGE    ON    PLACING    SHARES,    154 


CALLS 

call  books,  145. 

call  letters,  145. 

calls  in  arrear,  166. 

journal  entries  relating  to,  146,  148. 

CAPITAL 

conversion  of,  267. 

definition  of,  5. 

payment  of  interest  out  of,  170. 

receipts  and  payment  accounts,  16. 

CAPITAL    ACCOUNTS 

of  partners,  89. 

CAPITAL    OF    OUTGOING    PARTNERS 

repayment  of  by  instalments,  101. 

repayment  of  by  way  of  annuity,  104. 

repayment  of  from  date  of  realization  of  assets,  102. 

CAPITAL    EXPENDITURE 

definition  of,  18. 

distinguished  from  revenue  expenditure,  18. 


i  \  I » i  ■:  I . 
CAPITAL    LOSSES 

under  double  ;kt i   >ystrm,  Ji 

CASH 

necessity  for  interna]  check  with  regard  to,   I   i 
authority  for  payments,  3 
general  oaah  payments,  36  I 
general  »-;isli  receipts,  351 
petty  oash,  359. 
i  revellers'  remil  tanoes,  362 
wages,  366. 

CASH     BOOK 

for  oharitable  insl it ntions,  342. 

reconciliation  with  bank  pass  I k,  22. 

where  all  receipts  are  banked,  21. 

where  there  are  mixed  cash  ;m<i  bank  transactions,  20. 

CASH    DISCOUNT 

definition  of,  22. 

CHARITABLE    INSTITUTIONS 

accounts  of,  .*?4 1 . 

form  <>r  cash  I k  for,  3  12 

form  <>i  purchase  journal  for,  •'!  i  ». 
specified  forms  of  accounts  for,  341. 
subscription  register  for,  .'!t::. 

CLAIMS 

for  compensation,  316. 

destruction  of  business,  316. 

disturbance  of  business,  ■'Jin. 

persona]  injuries,  .'!l<i. 
for  stock  destroyed  by  fin-.  315. 

CLASSIFICATION    OF    INTERNAL    CHECKS,    349 
physical  checks,  349. 
mechanical  checks,  349. 
theoretical  <t  intelleotua]  checks,  350. 

CLAUSES    RELATING    TO    ACCOUNTS 

in  partnership  deeds, 

CODE    NAPOLEON,   27 

COLLIERY    COST    SHEET 

form  of,  267 

COLUMNAR   JOURNALS,    29 

form  of  bough.1  journal,  29,  207. 

COLUMNAR     PETTY    (ASH     BOOK,    23,    24 

COMBINED    PURCHASE    DAY    BOOK    AND    LED 

explanation  of,  329 

form  Of,  330 

COMMISSION 

on  debentures,  138 

on  placing  shares,  138,  163. 

underwriting,  162. 
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COMPANIES 

tZ^of,°i3TiTpany  by  another* 179- 

amalgamation  of,  177. 

balance-sheet  of,  172. 

faction  between  partnerships,  132. 

purchase  of  private  firm  by    160 
COMPANIES    ACT,    1862 


annual  list 


-  of  members  and  .summary  book,  137 
A  ins  of  summary  with  the  Registrar,  135. 
limitation  of  number  of  partners    1S> 
minute  book,  139. 

register  of  directors  and  managers,  139 
register  of  members,  137. 
register  of  mortgages,  137. 

COMPANIES    ACT,    1807 

reduction  of  capital,  186 

COMPANIES    ACT,    1877 

reduction  of  capital,  186 

COMPANIES    ACT,    1880 

return  of  capital  out  of  profits,  189 

COMPANIES    ACT    (WINDING    UP),    1890 
returns  to  Registrar  under,  299,  300 

COMPANIES    ACT,    1900 

annual  list  of  members  and  summary  book    137 
commission  on  placing  shares,  153 
filing  allotments  witlAhe  Re«nstar    146 
register  of  directors  and  managers'  13o' 
statutory  report,  135.  ' 

COMPANIES    ACT,    1907 

annual  general  meeting,  137. 

annual  list  of  members  and  summary  book    H7 

auditors'  report,  173.  'y  '       /- 

balance-sheet  to  be  signed  by  directors,  173 

commission  on  placing  shares,  153 

discount  on  issue  of  debentures,  153 

issue  of  debentures  as  collateral  security,  159. 

payment  of  interest  out  of  capital    170 

private  companies,  134. 

register  of  mortgages,  137. 

registration  of  mortgages,  155 

re-issue  of  redeemed  debentures,  159 

statement  in  form  of  balance-sheet,  138 

statement  m  lieu  of  prospectus,  135        ' 

statutory  report,  135. 

COMPENSATING    ERRORS,    3 

CONSIGNMENT   ACCOUNTS,    54 

account  current,  58. 

account  sales,  55. 

consignee,  entries  in  books  of   56 

consignor,  entries  in  books  of   55' 

contrasted  with  sale  or  return    54 

joint  consignments,  60 

stock  book,  56. 
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CONTANGO 

definition  oi,  332. 

CONTINGENT    LIABILITIES,    176,    334 
on  bills  discounted,  79. 

CONTRACT    COSTS    ACCOUNTS,    241,  242 

CONTRACTS 

Ledger,  248. 

ledger,  form  of,  24ft 

materials  for,  24  I, 

materials  returned  from,    ! 

plant  used  on,  245. 

purchase  journal  tor,  242. 

summary  Ledger  for,  248. 

baking  profil  on  uncompleted,  260. 

CONTRIBUTORIES 

n-t  urns  to,  301. 

statemenl  regarding,  296. 

CONVERSION    OF   CAPITAL,   267 

CONVERSION  OK   PRIVATE    FIRM    I.YI'o    LIMITED   COMPANY,    116 

CONVERSION   oK  SINGLE    ENTRY    [NTO    DOUBLE    ENTRY     : 
at  a  given  date,  7. 
from  one  period  t<»  another,  7.  I  t. 

COST    ACCOUNTS,    241 

contract  on  terminal,  241,  242. 

departmental,  241,  260. 

establishment  oharges  in,  246 

factory,  241,  260. 

output  or  single,  241,  266. 

multiple,  241.  260. 

principle  of  241. 

process,  241,  •_'(>(». 

reconciliation  with  financial  books,  263. 

unit  system  of.  260. 

w  ages  in.  _'  16. 
working,  241,  261. 

COST    SHEET 

advantages  of,  266. 
definition  of.  266. 

COST   SHEET    FOR    COLLIER? 

form  of,  267. 

COST   SHEET    FOR    [RON  AND     STEEL    WORKS 

form  of.  268 

(TWirLATIVK    PKKKKi:  i:\CK    Sll  \RES,    139 
arrears  oi  dividend,  I  76 

CURRENT    ACCOUNTS 

of  branches,  21 9,  226. 
oi  partners,  89. 
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D. 

DAYS    OF    GRACE 

explanation  of,  65. 

DEAD    RENT 

definition  of,  312. 

DEBENTURES 

definition  of,  155. 

issued  as  collateral  security  for  a  loan,  15°. 

issued  at  a  discount,  15G.  ' 

issued  at  a  premium,  150. 

mortgage,  155. 

redemption  of,  158. 

registration  of,  155. 

repayable  at  a  premium,  158. 

simple  or  naked,  155. 

DEBENTURE    LEDGER,    155 

DEEDS    OF    ARRANGEMENT,   292 

DEEDS    OF    PARTNERSHIP,    83 

DEFERRED    SHARES,    140 

DEFERRED    ORDINARY    SHARES    AND    STOCK,    140,    267 

DEFICIENCY    ACCOUNT 

in  bankruptcy,  287. 
in  bankruptcy,  form  of,  290. 
in  compulsory  liquidation,  294. 
in  liquidation,  form  of,  297. 

DEFINITIONS 

accommodation  bill,  72. 
account  current,  58. 
account  sales,  54. 
acreage  rent,  313 
allotment  letters,  143. 
application  letters,  140. 
appropriation  account,  15. 
articles  of  association,  136. 
average  date,  59. 
balance-sheet,  3. 
bill  of  exchange,  64. 
bonus  shares,  168. 
capital,  5. 

capital  expenditure,  18. 
cash  discount,  22. 
contango,  332. 
contingent  liability,  176. 
days  of  grace,  65. 
dead  rent,  312. 
debentures,  155. 
deferred  shares,  140, 
depreciation,  32. 
depreciation  fund,  41. 
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DEFINITIONS    [continu*!) 

discounted  bills,  7'.'. 
dishonoured  bills;  77. 
double  account  system,  264. 
doable  entry,  2. 

fictitious  assets,    17. 

fixed  assets,  17. 
Boat  ing  assets,  1 7. 
Forfeited  shares,  166 
founders'  shares,  l  10. 
goodwill,  '.i  I. 

impersonal  ae mts,  I. 

imprest  system,  2 1 

income  and  expenditure  account,  l~>.  16 

insurance  fund,  1 1. 

internal  oheok,  3  18. 

joint   and  several   promissory   notes,  66. 

mini  t  rade,  1 19. 
joint    vent  inc.    I  lit. 
letter  of  allotment,  I  (::. 
letters  of  regret,  I  13. 
limited  partnership,  106. 
memorandum  of  association,  L36. 
minimum  rent,  M2. 
mortgage,  1">4. 
aegotiaDle  instrument,  »i">. 

nominal   accounts.    I 

ordinary  shares,  140. 
partnership,  83. 
persona]  accounts,  I. 
preference  shares 

simple.  L39. 

cuiiiulat i\  <-.    139. 
private  companies.   134. 
profil  ami  loss  account,  15. 
promissory    note.  til. 
quasi  partners,  106. 
real  accounts,  I. 

receipts  and  payments  account,  16,  16. 
redeemable  dead  rent.  312. 

rese|\e.     II 

reserve  fund,  1 1 , 
retired  bills,  78. 

revenue   e\pemlll  UTO,     I  8 
lo\  ;i||  V    ICIll  .    312. 

seorel  reserves,  17. 
short  i>ills.  78. 
short  workings,  312. 
-iiiLrle  entry,  2. 
■inking  I'uml.    I  I. 
Bleeping  part  aers,  106 
table  "  \     .  136 
tentail  rent.  313. 
i  rade  discount .  22 
trading  account,  I  I. 
trial  balance, 

underwriting  com  mission,  I 
(rasting  assets,  17. 

DEL   CREDERE    AGENT 
definition  of,  54. 
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DEPARTMENTAL    ACCOUNTS,    206 
DEPARTMENTAL    BOUGHT    DAY    BOOK,   207 
DEPARTMENTAL    COST    ACCOUNTS,   241,    260 

DEPRECIATION 

considerations  to  determine  rate  of,  32. 

definition  of,  32. 

fund,  definition  of,  41. 

fund,  under  double  account  system,  265. 

necessity  of  providing  for,  33. 

principal  methods  of  providing  for — 

annuity  system,  34,  35. 

depreciation  fund  system,  36. 

fixed  instalment  system,  33. 

insurance  policy  system,  38. 

reducing  instalment  system,  34. 

revaluation,  39. 

DIGEST    OF    THE    LAW    OF    PARTNERSHIP,    ill) 

DILAPIDATIONS 

arising  under  lease,  41. 

DISCOUNT,    22 

cash,  22. 

debenture  issued  at  a,  153,  156. 

on  bills,  75,  ^9. 

reserve  account,  43. 

reserve  for,  43. 

trade,  22. 

treatment  in  books,  72-79. 

DISCOUNTED    BILLS,    79,    176,    285 

DISHONOURED    BILLS,    76,    77 

DISSOLUTION    OF    PARTNERSHIP,    106 

formula  for  closing  books  on,  108. 

capital  account  permanently  in  debit  on,  112. 

capital  account  temporarily  in  debit  on,  111. 

Garner  v.  Murray,  112. 

profit  on  realization  of  assets  on,  109. 

loss  on  realization  of  assets  on,  110. 

DISTINCTION     BETWEEN     PARTNERSHIPS     AND     LIMITED     COM- 
PANIES, 132 

DISTINGUISHING    LABELS    FOR    LEDGERS,    361 

DISTURBANCE    OF    BUSINESS 

claims  for  compensation  arising  through,  316. 

DOUBLE    ACCOUNT    SYSTEM,    264 
conversion  of  capital  under,  267. 
definition  of  the,  264. 

renewal  and  depreciation  funds  under,  265. 
statutory  forms  under,  269,  273,  275.  ,    !• 

treatment  of  capital  losses  under,  265.  .  , 
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DOUBLE    ENTRY,    2 

advantages  <>f  over  Bingle  entry,  ■'!. 
conversion  from  single  en1 n   i".  7. 
definition  of,  •_'. 
theory  of,  2. 

DOUBTFUL    DEBTS 

reserves  for,  42. 


ELECTRIC    LIGHT    ACT,    1882 

si.iiutitrv  forma  of  accounts  under,  275. 

ELECTRIC    LIGHTING    COMPANIES'    ACCOUNTS 

atal  utory  form  of,  275. 

EMPTIES    AND    PACKAGES,    361 

charged  up,  368. 
not  charged  up,  369. 

EQUALIZATION    OF    DIVIDENDS 

reserve  account  to  provide  for,  250. 

ERRORS 

compensating,  •'{,  -t. 
of  omission,  I. 
of  principle,  I. 

ESTABLISHMENT    CHARGE,   246 
administration  expenses,  -17. 
works  expenses,  246. 

EXCHANGE 

branches  working  on  a  axed  rate  of,  231. 
branches  working  on  a  fluctuating  rate  of,  233 


FACTORY    COST    ACCOUNTS,    241,   260 

FICTITIOUS     VSSETS 
definition  of,  17. 

FIN  WT.    COMPANIES,    334 

FINANCIAL    BOOKS 

reconciliation  ol  oosl  accounts  with,  2 

FIRE    CLAIMS    FOB    LOSS    OF    STOCK 

FIXED    ASSETS 

definition  of,  17. 
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FIXED    CAPITAL    AND    CURRENT.1    ACCOUNTS    OF    PARTNERS,    89 
FIXED    INSTALMENT    SYSTEM    OF    DEPRECIATION,    33 
FLOATING    ASSETS 

definition  of,  17. 

FOREIGN    BRANCHES,   231 

working  on  a  fixed  rate  of  exchange,  231. 
working  on  a  fluctuating  rate  of  exchange,  233. 

FOREIGN    MINE    ACCOUNTS,    237 

FORFEITED    SHARES 

entries  in  books  relating  to,  166. 

FORMS    OF 

account  current,  58. 

account  sales,  55. 

allotment  letter,  144. 

application  and  allotment  book,  142. 

application  letter,  141. 

bill  of  exchange,  66. 

bill  payable  book,  70. 

bill  receivable  book,  69. 

bill  receivable  ledger,  71. 

cash  book  of  mixed  cash  and  bank  transactions,  20. 

cash  book  where  all  moneys  are  banked,  21. 

charitable  institutions  cash  book,  342. 

columnar  bought  journal,  29. 

contract  ledger,  249. 

cost  sheet  for  colliery,  257. 

cost  sheet  for  iron  and  steel  works,  258. 

deficiency  account  in  bankruptcy,  290. 

deficiency  account  in  liquidation,  297. 

departmental  bought  day  book,  207. 

electric  lighting  company's  accounts,  275. 

gas  company's  accounts,  273. 

life  insurance  company's  accounts,  337. 

liquidator's  cash  book,  298. 

petty  cash  book,  24. 

promissory  notes,  68. 

purchase  day  book  and  ledger  combined,  330. 

purchase  journal  of  contractor,  243. 

purchase  journal  for  hospital,  344. 

railway  company's  accounts,  270. 

receiver's  accounts,  303,  304. 

register  of  mortgages,  137. 

register  of  transfers,  151. 

sales  ledger  summary  book,  204. 

sale  or  return  day  book,  50,  52. 

sale  or  return  journal,  53. 

share  ledger,  149. 

statement  as  regards  contributories,  296. 

statement  of  affairs  in  bankruptcy,  289. 

statement  of  affairs  in  liquidation,  295. 

subscription  register,  343. 

transfer  journal,  200. 

trustees'  cash  book,  291. 

FORMATION    EXPENSES,    152 
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FORMULA     FOB     CLOSING      PARTNERSHIP     BOOKS     ON     DISSO 

LUTION,    ins 

FOUNDER'S    SHARKS,    [40 


GARNKk    ik    MURRAY 

ruling  in,  107,  112-116. 

GAS    COMPANY'S    ACCOUNTS 

statutory  tonus  of,  273. 

GAS    WORKS    CLAUSES    ACT,    1871 

prescribed  tonus  of  account  under,  273. 

GATE    BOOK,    366 

GENERAL    ('ASM     RECEIPTS,    361 

GENERAL    CASH     PAYMENTS,   364 

GENERAL  PARTNERS  AS  OPPOSED  TO  LIMITED  PARTNERS,    106 

GENERAL    RESERVES,    41 

GOODS    ON    SALE    OR    RETURN 

distinction  between  consignments  and,  54. 
sale  or  rot  urn  day  book,  50,  52. 
sale  or  return  journal,  53. 

t rc.it tut-iii  of,  where  uumber  of  a I-  sent  is  considerable,  51. 

treatment  of,  where  uumber  ana  value  oi  goods  sent  are  o  inn 
treatment  of,  where  uumber  of  g I-  Benl  is  -null.  60. 

GOODWILL,   M  101 

affecting  incoming  partner,  34, 

affecting  outgoing  partner,  38. 

definition  of,  84. 

in  books  of  a  pari  nership,  100. 

lite  poUoies  to  provide  for  pari  payment  ol 

on  sale  of  business  to  a  company,  100,  160,  161,  164. 

GUARANTEES 

contingent  liabilities  under,  176, 


H 


HIRE  PURCHASE    AGREEMEN' 

entries  in  buyer's  t - 

entries  in  seller's  books,  309. 
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HOSPITALS 

accounts  of,  341. 

columnar  cash  book  for,  342. 

purchase  journal  for,  344. 

specified  forms  of  accounts  for,  341. 

subscription  register  for  343. 

HOSPITAL    SATURDAY    FUND 

prescribed  forms  of  accounts  under,  341. 


I. 

IMPERSONAL    ACCOUNTS 

definition  of,  4. 

IMPREST    SYSTEM 

explanation  of,  24. 

INCOME    AND    EXPENDITURE    ACCOUNT,    15 
definition  of,  15,  16. 
distinguished  from  receipts  and  payments  account,  16. 

INCOMING    PARTNER 

goodwill  affecting,  94. 

INCORPORATION    OF    COMPANY 

apportionment  of  profit  prior  to,  165. 

INDEX 

general  index  for  ledgers,  360. 
press  cuttings  index,  363. 

INSTALMENTS 

agreements  to  pay  by,  310. 

entries  in  buyer's  books,  310. 

entries  in  seller's  books,  311. 

repayment  of  outgoing  partner's  capital  by,  101. 

INSURANCE    ACCOUNTS 

fire,  338. 
life,  336. 
marine,  324. 

INSURANCE    FUND 

definition  of,  41. 

operation  of  in  steamship  company's  accounts,  46. 

INSURANCE    POLICY 

provision  of  depreciation  by,  38. 

INTEREST    ON    CAPITAL 

adjustment  of  in  partnership  account,  127. 
definition  of,  85. 
necessity  of  providing,  85. 

INTEREST    ON    DRAWINGS,   86 

INTEREST    PAYABLE    OUT    OF    CAPITAL,    170 
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INTERNAL    CHECKS,    348 
classification  of,  :{4'.i. 

mechanical  checks,  :54'.t. 
physical  oheoks,  349. 
theoretical  or  intellectual  oheol 
definitioD  of,  .'H8. 

necessity    for  sound  system  of,   348. 

INVESTMENT    ACCOUNTS 

cum.  and  ei  dividend,  treatment  <>t.  :;_'T. 
passing  income  received  through,  326. 

IRON    AND    STEEL    WORKS 

cost  sheet  of,  258. 

ISSUE    OF   DEBENTURES 

as  collateral  security  for  a  loan,  l.v.». 
;i(  a  discount,  L66. 
at  a  premium,  156. 

ISSUE    OF    SHARES 
at  a  premium,  147. 

at  a  premium  and  valuation,  180,  Is-"'. 
journal  entries  relal  ing  to,  14<>. 


JOINT    CONSKiNMKNT    ACCOUNTS,   do 

JOINT    ESTATE 

in  bankruptcy,  288 

JOINT    PROMISSORY    NOTES 
definition  of,  66. 
form  of,  68. 

JOINT    TRADE 

definition  of,  I  19. 

JOINT    VENTURE     ACCOUNTS,  80,    119 

definition  of  I  19. 

entries  in  books  relating  to,  L20. 

JOINT    AND    SEVERAL    PROMISSORY    NOTE 
definition  of,  65. 
form  of,  69. 

JOURNAL 

columnar.  29. 

form  oi  entries,  27. 

legally  aeoeesar)  in  le  countries,  27. 

a-.-  oi  the,  27. 

JOURNAL    ENTRIES 

narrative  in.  27 

relating  to  issue  oJ  shares,  I  M 

specimen  forms  of,  28, 

H   11  2 
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K. 

KING    EDWARD'S    HOSPITAL    FUND 

specified  forms  of  account  for,  34. 


LEASE 

dilapidations  arising  under,  41. 
depreciation  of,  35,  37,  38. 

LEDGERS 

internal  check  with  regard  to,  360. 
distinguishing  labels  for,  361. 
general  index  to,  360. 
loosedeaf,  362. 
sectional  balancing  for.  363. 
subdivision  of,  361. 

LEDGER    ACCOUNTS 

investment,  326. 
various  kinds  of,  4. 

LETTERS    OF    ALLOTMENT,    143 

LETTERS    OF    CALL,    145 

LETTERS    OF    REGRET,    143 

LIFE    INSURANCE    ACCOUNTS,    336 
forms  of,  337. 

LIFE    INSURANCE    COMPANIES    ACT,    1870 
prescribed  forms  of  account  under,  336. 

LIFE    POLICY 

taken  over  in  satisfaction  of  a  debt,  317. 
to  provide  for  part  payment  of  goodwill,  98. 

LIMITED    COMPANY 

purchase  of  private  business  by,  160. 

LIMITED    PARTNERS 

definition  of,  106. 

LIMITED    PARTNERSHIP    ACT,    1907,   105 

LIQUIDATOR'S    CASH    BOOK 

form  of,  298. 

LIQUIDATION    ACCOUNTS 

compulsory  liquidation,  298. 
voluntary  liquidation,  299. 

LOANS 

repayment  of,  by  sinking  fund,  43. 
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LOAN    ACCOUNTS    OF    PARTNERS 

LOOSE-LEAF    LEDGERS,    362 

LOOSE    PLANT    AND    Tools 

fcreatmenl  on  re-valuation  of,  ::  [fl 


M. 

MAINTENANCE    RESERVE    ACCOUNT,   40 
MANUFACTURING    ACCOUNT,    16 

MARINE    [NSURANCE    ACCOUNTS,    324 

insurance  fund,  16. 

M  ATERTAIfi 

carriage  of,  245. 

for  conl racts,  244. 

for  st<. iv.  -244. 

returned  from  contracts,  245. 

MECH  \XK'\L    CHECKS 
explanati< f,  .".  19. 

MEMOS  WDlWl    OF     ASSOCIATION 

.•(.nt. Mits  of,  133,  135. 
definition  of,  135. 

METHOD    OF    STOCKTAKING,    371 

METROPOLITAN    HOSPITAL    SUNDAY    FUND 
specified  forms  of  accounts  for,  341. 

MINE    ACCOUNTS,    237 

MINIMUM    RENTS     WD    ROYALTIES     312 
where  minimum  renl  exceeds  royalty  rent, 
where  royalty  renl  exceeds  minimum  rent,  313 

MINIMUM    RENT 

definition  of,  312. 

MINUTE    BOOK,    139 

MISCELLANEOUS    ACCOUNTS,    SOT 

MISCELLANEOUS    PROBLEMS 

in  partnership  accounts,  123  12S 

MORTGAGES 

definition  of,  15 1 
entries  in  register  of,  165. 
register  of,  I  ■  '■' 
registration  of,  165. 

MORTGAGE    DEBENTURES,    166 

MULTIPLE    COST    ACCOUNTS,    841,  260 
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NARRATIVE 

for  journal  entries,  27. 

NECESSITY 

of  providing  for  depreciation,  33. 

NEGOTIABLE    INSTRUMENT,   65 

definition  of,  65. 

NOMINAL    ACCOUNT 

definition  of,  4. 


ORDINARY    SHARES,   140 

OPERATION    OF    INSURANCE    FUNDS,   40 

OPERATION    OF    SINKING    FUNDS,   43 

OUTGOING    PARTNERS 

capital  repaid  by  instalments,  101. 

capital  repaid  by  instalments,  with  interest  from  date  of  realisation,    102. 

capital  repaid  by  way  of  annuity,  104. 

goodwill  affecting,  98. 


OUTPUT    COST    ACCOUNTS,   241,   256 

OUTSTANDING    COSTS 

of  professional  men,  334. 


PACKAGES    AND    EMPTIES,    367 

charged  up,  368. 
not  charged  up,  369. 

PARTNER 

limited,  105. 
quasi,  105. 
sleeping,  105. 

PARTNERSHIP 

accounts,  83. 

goodwill  in,  94. 
interest  on  capital,  85. 
interest  on  drawings,  86. 
partners'  current  accounts,  89. 
partners'  fixed  capitals,  89. 
partners'  Joan  accounts,  89. 
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PARTNERSHIP   [continued 

partners'  salaries,  86. 
repayment  of  capitals  in,  101-104. 
rules  relating  to,  in  absence  of  agreement,  86 
under  single  entry,  91. 
usual  adjustments  accessary  in, 
clauses  in  deeds  of,  S3. 

deeds  Of,   83. 

definition  of,  83. 

dissolution  of,  106-1  lit. 

distinction  between  limited  company  and,  132 

life  policies,  I  real  menl  of  in,  98. 

limited,  106. 

uumber  of  partners  limited,  132. 

partners'  share  of  profits  in,  84. 

adjustment  where  interest  h.is  been  omitted,  I! 

guaranteed  at  a  fixed  minimum.  i_'7. 

proportion  of,  borne  by  another,  L24, 

readjustment  of,  <>\er  period  of  years,  126 

PARTNERSHIP    ACT,    1890 

application  of,  in  Qa/rner  v.  Murray,  ll.v 
application  of  Bection  » I.  106. 
definition  of  partnership,  83. 
division  of  capital,  profits,  and  losses,  89. 
loans  from  partners  under.  89,    105. 

rules  in  absence  of  agreement,  86. 

quasi   partner.,    105. 

PAYMENT   OF    INTEREST 
out  of  capital,  170. 

PAYMENT    OF    WAGES,    369 

PERSONAL   ACCOUNTS 
definition  of,  4. 

PETTY    CASH,  23,   369 

columnar,  23,  J». 
form  of  book,  24. 
impresl  system.  24. 

PHYSICAL    CHECKS 

explanation  ot',  349. 

PIECE-WORKERS'    WAGES,  367,    368 

PLACING    SHARES 

brokerage  on,  l~>4. 
commission  on,  l">3. 

PLANT    AND    LOOSE    Tools 

treatment  on  re-valuation  of,  319 

PLANT    REGISTER,    246 
PLANT    USED    ON    CONTRACTS 

POLLOCK'S    DIGEST 

(.t  the  Lvh  of  partnership,  1 19 
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POLICY,    INSURANCE 

provision  for  replacement  of  asset  by,  38. 

POLICY,    LIFE 

taken  over  in  satisfaction  of  debt,  317. 

to  provide  for  part  payment  of  goodwill,  98. 

PREFERRED    ORDINARY    SHARES    AND    STOCK,   140,    267 

PREFERENCE    SHARES,    139 

PREFERENTIAL    CREDITORS,    286 

PRELIMINARY    EXPENSES,    152 

PREMIUM 

debentures  issued  at  a,  156. 
debentures  repayable  at  a.  158. 
issue  of  bonus  shares  at  a,  168. 
shares  issued  at  a,  147,  180. 

PRESS    CUTTINGS    INDEX,     363 
PRINCIPLE    OF    COST    ACCOUNTS.    241 
PRIVATE    COMPANIES 

definition  of,  134. 

PRIVATE    FIRM 

conversion  into  limited  company  of,  116,  160. 

PROCESS    COST    ACCOUNTS,    241,    260 

PRODUCTION    ACCOUNTS,    261 

PROFIT    AND    LOSS    ACCOUNT 
definition  of,  15. 
distinction  between  trading  account  and,  15. 

PROFIT    ON    UNCOMPLETED    CONTRACTS,    250 

PROFITS 

apportionment  of,  prior  to  incorporation,  165. 
ascertainment  of,  under  single  entry,  5. 

PROMISSORY    NOTES 

definition  of,  64. 

forms  of,  68. 

joint,  65,  68. 

joint  and  several,  65,  69. 

stamp  duties  on,  66. 

PREPARATION 

of  company's  books  for  audit,  171. 

PROSPECTUS 

filing  with  Registrar,  135. 

PURCHASE    JOURNAL 

columnar,  29. 

combined  with  ledger,  329. 

departmental,  207. 

for  contracts,  243. 

for  hospitals,  344. 
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PURCHASE    OF    PRIVATE    FIRM 
by  limited  company,  160. 

PURCHASE    RETURNS,    366 

PURCHASES,    364 


o 


OJWSI     PARTNKIIS 
definition  of,  L06. 


RAILWAY    COMPANY'S    ACCOUNTS 

conversion  of  capital  in,  I'liT. 
form  of,  270. 

RATE    OF    EXCHANGE 
Axed  rate,  2M. 
fluctuating  rate,  233. 

READJUSTMENT    OF    PARTNERS'    SHARES 

over  a  period  of  years,  I  ■_'.">. 

REAL    ACCOUNTS 
definition  of,  4. 

RECEIPTS    AND    PAYMENTS    ACCOUNT 
capital,  it;. 
definition  of,  15. 

distinguished  from  an  income  and  expenditure  account,  IJ 
usual  form  of,  n». 

RECEIVERSHIP    ACCOUNTS,  302 

RECONCILIATION    STATEMENT 

i. .ink  book  \\ ith  <m-Ii  i k,  22. 

cost  accounts  ssitli  financial  books,  263. 

RECONSTRUCTIONS,    190 

REDEEMABLE    DEAD    RENTS 
definition  of,  312. 

REDEMPTION    OF    DEBENTURES,    168 

REDEMPTION    FUND,    38 

REDUCTION    OF    CAPI1  \l-     188 
cancelling  unissued  shares,  I  B8 

in  excess  .»i'  company's  requirements,  186 

other  modes  of,  189 

out  ..t  profits,  189 

onreprescnted  i>\  available  assets,  is,;.  187. 
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REDUCING    INSTALMENT    SYSTEM    FOR    DEPRECIATION.    34 

REGISTER 

of  directors  and  managers,  139. 

of  members,  137. 

of  mortgages,  137. 

of  share  warrants,  152. 

of  transfers,  150,  151. 

REGULATION    OF    RAILWAYS    ACT.    1868 

conversion  of  capital  under,  207. 
prescribed  forms  of  accounts  under,  269. 

RE-ISSUE    OF    FORFEITED    SHARES,    166 

RENEWAL    FUND 

under  double  account  system,  265. 

REPAYMENT  OF  LOANS  BY  SINKING  FUND,  43 
REPAIRS,  RENEWALS,  AND  REPLACEMENTS,  39 
RESERVE 

bad  and  doubtful  debts,  42. 
for  discounts.  43. 
general,  41. 
secret,  47. 
specific,  41. 

RESERVE    FUND 

definition  of,  41. 

RETAIL    BRANCHES,    21 1 

goods  charged  at  cost  price,  215. 

goods  charged  at  cost  price  plus  percentage,  217. 

goods  charged  at  selling  price,  211. 

RETIRED    BILLS 

definition  of,  78. 

RETURN    OF    ALLOTMENTS,    146 

RETURN    TO    SHAREHOLDERS    IN    LIQUIDATION    ACCOUNTS,    301 

RETURNS 

purchases,  365. 
sales,  367. 

REVALUATION 

depreciation  by,  39,  319. 

REVENUE    ACCOUNT,    16 
REVENUE    BALANCES 

treatment  of  on  absorption  by  a  company,  181. 

REVENUE    EXPENDITURE 

definition  of,  18. 

distinguished  from  capital  expenditure,  18. 

ROYALTY    RENT 

definition  of,  312. 
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s. 

SALARIES    OF    PARTNERS,    86 
SALE    OF    BUSINESS 

l  n-.ii  iiHiil   hi   g |\\  ill  on.    100. 

SALE    OR    RETURN 

gOOdS    S.-lll     (III.     ".II 

SALES,   366 

SALES    REIURNS,    367 

SALES    LEDGER 

analysis  of,  8,  II. 

SALES    LEDGER    SUMMARY    BOOK,   2<M 

SELF-BALANCING    LEDGERS,   202 

SEPARATE    ESTATES    OF    PARTNERS    IX    BANKRUPTCY,   288 

SECRET    RESERVES 
explanation  of,  J7. 

formation  of,  47. 

SECTIONAL    BALANCING,    202 

SHARE    BOOKS 

register  of  transfers,  150. 

ahare  Ledger,  I  18. 

Bhare  warrant  register,  I  ■">_'. 

SHARE    CAPITAL 

application  and  allotment  of,  140,  I  18. 

Oafifl   nil.     1  »;,.     I  |s. 

distinction  between  stock  and  Bhares,  140. 
reduction  of,  188 

various  classes  of,   I  '■<'■>. 

SHARES    ISSUED    AT    A    PREMIUM,    147,    180 

SHAKE    LEDGER 

form  of,  149. 

SHARK   or    PARTNER   GUARANTEED   AT    FIXED    MINIMUM,    i. 

SHARE    PROFITS 

treatment  of,  ■': 16. 

SHARES 

bonus,  168. 

brokerage  on  placing,  16 1. 

commission  on  placing,  163 

deferred,  140. 

deferred  ordinary .  140. 

ti.rtiillllr    of,     166. 

founders',  1 1" 
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SHARES  (continued) 

ordinary,  140. 

partly  paid-up,  treatment  of,  on  absorption,  185. 

preferred  ordinary,  140. 

preference,  139. 

underwriting,  commission  on,  152. 

SHARE    WARRANT    REGISTER,    152 

SHARE    WARRANTS    TO    BEARER,    152 

SHIPPING   ACCOUNTS,    322 

SHORT    BILLS 

definition  of,  78. 

SHORT    WORKINGS 

definition  of,  312. 

SIGNATORY   SHARES,    145 
SIMPLE    DEBENTURE,    155 

SINGLE    ACCOUNT    SYSTEM 

opposed  to  double  account  system,  264. 

SINGLE    COST   ACCOUNTS,    241,    256 

SINGLE    ENTRY 

adjustment  of  partnership  accounts  under,  91. 

ascertainment  of  profits  under,  5,  93. 

conversion  into  double  entry  of,  7. 

definition  of,  3. 

preparation  of  statement  of  affairs  under,  5,  6,  7. 

theory  of,  3. 

SINKING  FUND,  38 
definition  of,  41. 
operation  of,  43. 

SLEEPING    PARTNERS 
definition  of,  105. 

SPECIFIC    RESERVE,    41 

SPECIMEN   FORMS    OF 

bills  of  exchange,  66. 
promissory  notes,  66. 

STAMP    DUTIES    ON 

bills  of  exchange,  66. 
promissory  notes,  66. 

STATEMENT    OF    AFFAIRS 

bankruptcy,  form  of,  289. 

bankruptcy,  preparation  of,  283. 

compulsory  liquidation,  preparation  of,  293. 

in  liquidation,  form  of,  295. 

under  single  entry,  5,  6,  7,  92. 
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This  Book  deals  with  the  subject  of  Income  Tax  from  an  Accountant's 
oint  of  view,  and  embraces  all  points  likely  to  arise  in  everyday  practice, 
r  to  be  set  at  the  various  Professional  Examinations.  The  question  of 
ifferentiation  is  dealt  with  exhaustively. 


XTRACTS     FROM     REVIEWS. 

The  average   Student,  who  has  a  rooted  objection  against   reading  more   than 
is  absolutely  necessary,  will   doubtless  prefer  it  to  the  more  exhaustive  standard 
text-books. 
"  The  arrangement  of  the  work  is  good,  and  thoroughly  up-to-date." 

"Accountant,"    \^th  June,  1907. 


"  The    brevity    and    clear    arrangement    of    the    matter    contribute    to    ease    of 
reference." 

Incorporated  Accountants'  Journal,"  June,  1907. 


'*  The    Authors    have    dealt    with    differentiation    at    length,    and    are    equally 
explicit  about  the  older  and  more  familiar  parts  of  the  subject." 

"  Times,"  17^/2  May,  1907. 


"  The  law    of  the  subject  is  very  clearly  and  concisely  stated  ;    and  the  defini- 
tions, such  as  those  in  respect  of  earned  and  unearned  income,  are  excellent." 

"  Financial  Times,"  May,  1907. 
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